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84TH CONGRESS | SENATE | REPORT 
1st Session No. 1266 


PROVIDING FOR THE PAYMENT AND COLLECTION OF 
WAGES IN THE DISTRICT OF COLUMBIA 


Jury 30, 1955.—Ordered to be printed 


Mr. McNamara, from the Committee on the District of Columbia, 
submitted the following 


REPORT 


[To accompany S. 938] 


The Committee on the District of Columbia, to whom was referred 
the bill (S. 938) to provide for the мун and collection of wages 
| 


in the District of Columbia, after full consideration, report favorabl 
thereon with an amendment and recommend that the bill, as یس‎ 
do pass. 
he amendment is as follows: 
Strike all after the enacting clause and insert in lieu thereof the 
following: 


DEFINITIONS 


Whenever used in this Act, (a) “employer” includes every individual, partner- 
ship, firm, association, corporation, the legal representative of a deceased indi- 
vidual, or the receiver, trustee, or successor of an individual, firm, partnership, 
association, or corporation, employing any person in the District of Columbia: 
Provided, That the word “employer” shall not include the Government of the 
United States, the government oi the District of Columbia, or any agency of 
either of said governments, or any employer subject to the Railway Labor Act. 

(b) “Employee” shall include any person suffered or permitted to work by an 
employer except any person employed in a bona fide executive, administrative, 
or professional capacity (as such terms are defined and delimited by Regulations 
promulgated by the Commissioners of the District of Columbia). 

(c) “Wages” means monetary compensation after lawful deductions, owed by 
an employer for labor or services rendered, whether the amount is determined on 
a time, task, piece, commission, or other basis of calculation. 

(d) "Commissioners" means the Commissioners of the District of Columbia 
or their designated agent or agents. 

(e) “Working day" means any day exclusive of Saturdays, Sundays, or legal 
holidays. 

SEMIMONTHLY PAYDAY 


Sec. 2. Every employer shall pay all wages earned to his employees at least 
twice during each calendar month, on regular paydays designa in advance by 
the employer: Provided, however, That an interval of not more than ten working 
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days may elapse between the end of the pay period covered and the regular pay- 
day designated by the employer, except where a different period is specified in a 
collective agreement between an employer and a bona fide labor organization: 
Provided further, That where, by contract or custom, an employer has paid wages 
at least once each calendar month, he may lawfully continue to do so. Wages 
shall be paid on designated paydays in lawful money of the United States, or 
checks on banks payable upon demand by the bank upon which drawn. 


EMPLOYEES WHO ARE SEPARATED FROM THE PAYROLL BEFORE A REGULAR PAYDAY 


Sec. 3. Unless otherwise specified in a collective agreement between an em- 
ployer and a bona fide union representing his employees— 

(a) Whenever an employer discharges an employee, the employer shall pay 
the employee’s wages earned not later than the working day following suc 
discharge. 

(b) Whenever an employee (not having a written contract of employment for 
a period in excess of thirty days) quits or resigns, the employer shall pay the 
employee's wages due upon the next regular payday or within seven days from 
the date of quitting or resigning, whichever is earlier. 

(c) When work of an employee is suspended as a result of a labor dispute, 
the employer shall pay to such employee not later than the next regular payday, 
designated under section 2 of this Act, wages earned at the time of suspension. 

(d) If an employer fails to pay an employee wages earned as required under 
subsections (a), (b), and (c) of this section, such employer shall pay, or be 
additionally liable to, the employee, as liquidated damages, 10 per centum of 
the unpaid wages for each working day during which such failure shall continue 
after the day upon which payment is hereunder required; or an amount equal to 
the unpaid wages, whichever is smaller: Provided, however, That for the purpose 
of such liquidated damages such failure shall not be deemed to continue after the 
date of the filing of a petition in bankruptcy with respect to the employer if 
he thereafter shall have been adjudicated bankrupt upon such petition. 


UNCONDITIONAL PAYMENT OF WAGES CONCEDED TO BE DUE 


Src. 4. In case of a bona fide dispute concerning the amount of wages due, the 
employer shall give written notice to the employee of the amount of wages which 
he concedes to be due, and shall pay such amount, without condition, within the 
time required by sections 2 and 4 of this Act: Provided however, That acceptance 
by the employee of any payment made hereunder shall not constitute a release as 
to the balance of his claim. Payment in accordance with this section shall con- 
stitute payment for the purposes of complying with sections 2 and 4 of this Act, 
only if there exists a bona fide dispute concerning the amount of wages due. 


PROVISIONS OF LAW MAY NOT BE WAIVED BY AGREEMENT 


Sec. 5. Except as herein provided, no provision of this Act shall in any way be 
contravened or set aside by private agreement. 


ENFORCEMENT, RECORDS, AND SUBPENAS 


Src. 6. (a) The Commissioners shall enforce and administer the provisions of 
this Act and may hold hearings and otherwise investigate any violations of this 
Act and institute actions for penalties provided hereunder. Any and all prosecu- 
tions of violations of this Act shall be conducted in the name of the District of 
Columbia and by the Corporation Counsel or his assistants. 

(b) The Commissioners shall have power to administer oaths and examine 
witnesses under oath, issue subpenas, compel the attendance of witnesses, and 
the production of papers, books, accounts, records, payrolls, documents, and 
testimony and to take depositions and affidavits in any proceedings before them. 

(c) In case of failure of any person to comply with any subpena lawfully 
issued, or on the refusal of any witness to testify to any matter regarding which 
he may be lawfully interrogated, it shall be the duty of the Municipal Court for 
the District of Columbia, or any judge thereof, on application by the Commis- 
sioners to compel obedience by attachment proceedings for contempt, as in the 
case of disobedience of the requirements of a subpena issued from such court 
or а refusal to testify therein. 
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PENALTIES 


Sec. 7. Any employer who, having the ability to pay, willfully violates any 
provisions of section 2 or section 4 of this Act or who fails to comply with any 
other provisions of this Act, shall be guilty of a misdemeanor and, upon con- 
viction thereof, shall for the first offense be punished by a fine of not more than 
$300, or by imprisonment of not more than 30 days, or in the discretion of the 
court, by both such fine and imprisonment; and for any subsequent offense 
shall be punished by a fine of not more than $1,000 or more than 90 days, or in 
the discretion of the court, by both such fine and imprisonment. 


EMPLOYEES’ REMEDIES 


Sec. 8. (a) Action by an employee to recover unpaid wages and liquidated 
damages may be maintained in any court of competent jurisdiction by any one 
or more employees for and in behalf of himself or themselves and other employees 
similarly situated, or such employee or employees may designate an agent or 
representative to maintain such action for and on behalf of all employees similarly 
situated. Any employee, or his representative, shall have the power to settle 
and adjust his claim for unpaid wages. Whenever the Commissioners determine 
that wages have not been paid, as herein provided and that such unpaid wages 
constitute an enforceable claim, the Commissioners may, upon the request of the 
employee, take an assignment in trust for the assigning emplovee of such wages, 
and of any claim for liquidated damages, without being bound by any of the 
technical rules respecting the validity of anv such assignments, may bring any 
appropriate legal action necessary to collect such claim and may join in one 
proceeding or action such claims against the same employer as the Commissioners 
deem appropriate. Upon any such assignment the Commissioners shall have 
power to settle and adjust any such claim or claims on such terms as they may 
deem just. 

(b) The court in any action brought under this section shall, in addition to any 
judgment awarded to the plaintiff or plaintiffs, allow costs of the action, including 
costs or fees of any nature, and reasonable attorney’s fees, to be paid by the 
defendant. Such attorney’s fees in the case of actions brought under this sub- 
section by the Commissioners shall be deposited in the Treasury of the United 
States to the credit of the District of Columbia. The Commissioners shall not 
be required to pay the filing fee or other costs or fees of any nature or to file bond 
or other security of any nature in connection with any action or proceeding under 
this Act. 

DELEGATION OF FUNCTIONS 


Src. 9. The Commissioners are authorized to delegate to any agency of the 
government of the District of Columbia any function, power or duty vested in or 
imposed upon them by this Act. 


SEPARABILITY OF PROVISIONS 


Sec. 10. If any provision of this Act, or the application thereof to any person or 
circumstance, is held invalid, the remainder of the Act, and the application of such 
provision to other persons or circumstances shall not be affected thereby. 

Sec. 11. This Act shall take effect 60 days after its approval. 

The purpose of this bill is to provide for the payment and collection 
of wages, requiring regular payment of wages at least semimonthly, 
in the District of Columbia, and to assist employees in collecting valid 
claims for wages due. Where by custom or contract an employer 
has been accustomed to paying employees at least monthly, he may 
continue to do so. 

The bill provides that wages shall be regularly paid in cash or by 
check; for payment of wages in the event of discharge, voluntary 
quitting, or in consequence of a labor dispute; and specifies the method 
< payment in the event of a dispute concerning the amount of wages 

ue. 

The Commissioners of the District of Columbia would be author- 
ized to represent employees in the collection of wages due them and 
unpaid. 
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Liquidated damages, not to exceed the amount of unpaid wages, 
are provided as a means of enforcing the act. Willful violations of 
the act are subject to punishment as misdemeanors. 

Similar legislation, S. 3308 and S. 1152, passed the Senate in the 
81st and 82d Congresses, respectively, and the Subcommittee on 
Public Health, Education, Welfare, and Safety held a hearing on S. 
938 on June 24, 1955, at which there was no opposition. 

Forty-six States now have comparable legislation; only Delaware, 
DEN and the District of Columbia are without a wage-payment 
aw. 
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84TH CONGRESS | ЗЕМАТЕ { REPORT 
1st Session No. 1267 


STATUE OF LEIFR EIRICSSON 


Jury 30, 1955.—Ordered to be printed 


Mr. Green, from the Committee on Rules and Administration, 
submitted the following 


REPORT 


[To accompany S. J. Res. 93] 


The Committee on Rules and Administration, to whom was referred 
the joint resolution (S. J. Res. 93), authorizing the acceptance of a 
gift from the Ericsson Memorial Committee, after considering same, 


report favorably thereon with amendments and recommend that the 
joint resolution, as amended, do pass. 

This joint resolution would bring to the District of Columbia, and 
erect on a suitable Federal site, a bronze replica of the original figure 
of Leifr Eiricsson, presented to the Government of Iceland by the 
Government of the United States of America, in 1930, and which is 
now located in the Mariners’ Museum at Newport News, Va. 

The amendments added by the Committee on Rules and Adminis- 
tration correct the title, and make certain arrangements in the text, 
and set a ceiling of $65,000 on the authorized funds to carry out the 
provisions of the joint resolution. 

By act approved June 21, 1929, Congress authorized and requested 
the President of the United States “to procure a suitable statue, or 
other memorial" of Leifr Eiricsson and present the same as a gift 
from the American people to the people of Iceland in connection with 
American participation in the celebration of the 100th anniversary 
of the Althing, the National Parliament of Iceland. 

At the instance of the Secretary of State, the Commission of Fine 
Arts requested 14 sculptors to submit photographs of their executed 
work. As a result of this competition, on November 20, 1929, A. 
Stirling Calder, of New York City, was recommended to the Secretary 
of State by the Commission, and accordingly a contract was made 
with him with the provision that the plaster working model remain 
the property of the United States. Harvey W. Corbett, architect, 
was selected by Mr. Calder to design the pedestal. After conferring 
with Prof. Sveinbjorn Johnson, of the University of Illinois, as to the 
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correct spelling of the name, the Commission approved this inscrip- 
tion: 

Leifr Eiricsson, Son of Iceland, Discoverer of Vinland. The United States of 
America to the People of Iceland, on the One-thousandth Anniversary of the 
Althing. 1930. 

On the advice of Senator Peter Norbeck, of South Dakota, and 
Representative Olger Burtness, of North Dakota, a site east of the 
Parliament Building, at Reykjavik, Iceland, was selected. Ground 
was broken June 30, 1930, during the celebration. The pedestal was 
set in place in September 1931, and on May 3, 1932, the mayor of 
Reykjavik certified that the statue had been erected (S. Doc. 214, 74th 
Cong., 2d sess.). 

Meanwhile, the plaster working model of the statue was transferred 
to the Smithsonian Institution. At the inception of the New York 
World's Fair in 1939, the Ericsson Memorial Committee, à subcom- 
mittee of the Icelandic National League, which is composed of citizens 
of Icelandic descent in the United States and Canada, raised a sub- 
scription to have this model lent to the Government of Iceland and a 
bronze replica made for installation in the Icelandic exhibit at the fair. 

The loan was negotiated through Vilhjalmur Thor, Commissioner 
General of the Icelandic Commission to the New York World’s Fair 
in 1939. The Minister of Denmark, Hon. Otto Wasted, assisted in 
requesting of the late Hon. Cordell Hull, then Secretary of State, to 
use his offices to have the plaster model made available. 

In these matters, Mr. Vilbjalmur Stefansson, the explorer, and 
Justice Gudmundur Grimson, of Bismarck, N. Dak., also wrote to 
the Smithsonian Institution, as members of the World’s Fair Com- 
mission for Iceland. Justice Grimson, along with Dr. Rognvaldur 
Petursson and Asmundur Johannsson, were members of the group 
known as the Ericsson Memorial Committee of the United States, 
in charge of such negotiations, and the casting of the model. 

As a result of these arrangements, the model was delivered to E, 
Gargani & Sons, Inc., who made the bronze casting, and to A. J. 
Contini & Sons, Inc., who returned and reassembled the model in the 
Natural History Building of the Smithsonian Institution. The 
bronze statue was later placed in the Icelandic exhibit at the World’s 
Fair (letter to Senator Warren G. Magnuson, date of June 20, 1955, 
from Dr. Leonard Carmichael, Secretary of the Smithsonian Insti- 
tution). 

At the close of the World’s Fair in New York in 1940, the Ericsson 
Memorial Committee was faced with the problem, according to Justice 
Grimson, of finding a place for their bronze replica. The Mariners’ 
Museum at Newport News, Va.— 


volunteered to take care of it until such time as it could be placed in Washington 
D. C. 


Justice Grimson continues: 


I think they have done that very well, but we are still of the opinion that it should 
be placed in Washington. To ascertain the present desires of the Icelanders I 
wrote to the President of the League. I enclose his reply. It bears ^ut what I 
have said (letter to Senator Warren G. Magnuson, date of July 19, 1955, from 
Gudmundur Grimson, Associate Justice, Supreme Court of the State of North 
Dakota, Bismarck, N. Dak.). 
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In his Me to Justice Grimson, Dr. V. J. Eylands, president of 
ic National League, of Winnipeg, Manitoba, Canada, 


the Icelan 
wrote: 

My recollection is that you (Justice Grimson), are the only surviving member 
of the Leifr Ericsson Statue Committee (sic). The other members were Dr. 
Rognvoldur Petursson and Asmundur Johannsson. Personally I think it would 
be most desirable that the statue be placed in Washington, D.C. I have spoken 
to some of the members of the executive committee of the Icelandic National 
League about this matter, and they are of the same opinion. Whatever you and 
Senator Magnuson can do to bring this about will be greatly appreciated by our 
organization, and I believe by our people generally (letter to Justice Gudmundur 
Grimson, date of July 19, 1955, from Dr. V. J. Eylands, Winnipeg, Manitoba, 
Canada) 

Title to the bronze replica, according to Justice Grimson, is in the 
Icelandic National League. The league has offered it to the United 
States several times through the provisions of joint resolutions pre- 
viously introduced (cf., letter from Justice Grimson, July 19, 1955). 
None of these earned final action. The offer is still open for accept- 
ance. 

Acceptance of the bronze statue in the name of the people of the 
United States and its erection in the District of Columbia would be, 
it is believed, a demonstration of further good will and of the friendly 
relations existing between this Nation and the Government of Ice- 
land. The people of Iceland would also accept the transfer of it to 
Washington as an added token of friendship to have their famous 
son standing in replica in the Capital of the United States, particu- 
larly since the original is in the capital of Iceland. The original 
statue is of heroic proportions, being 9 feet tall and weighing some 6 
or 7 tons. It has for its pedestal in Reykjavik, across from the 
Parliament Building, a block of New Engiand granite carved in the 
form of the prow of a Viking ship. 

The Commission of Fine Arts has consistently urged that Leifr 
Eiricsson be honored by the erection of this bronze statue in the 
District of Columbia. The site recommended by the Commission in 
1946 was near the Inlet Bridge in Potomac Park, where it would face 
south toward the Potomac River. 

An estimate prepared in 1952 by Harry T. Thompson, Associate 
Superintendent of the National Capital Parks, was for $52,000 for the 
pedestal. This was based on the assumption that a pedestal similar 
to the one now at Reykjavik would be obtained, and that further, a 
firm foundation, including an underpinning, must be provided, since 
the Potomac Park area consists of reclaimed land. 

Although such location would require the driving of piles and the 
placing of some fill, it is considered that the site afforded by water of 
the Potomac will be in good keeping with the design and the nautical 
nature of the statue. 

The Mariners’ Museum at Newport News has held this statue since 
1941 on an indefinite loan basis from the Ericsson Memorial Com- 
mittee. The figure now faces the main entrance of the museum 
building. The museum, which is privately endowed, is located on 
the Virginia Peninsula and was founded in 1930 by Archer M. Hun- 
tington. It is devoted to the culture of the sea and its tributaries, its 
conquest by man, and its influence on civilization. 

The buildings of the Mariners’ Museum are situated within an 
extensive park and game sanctuary, including a fresh-water lake of 
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165 acres named after a celebrated Virginian, the oceanographer 
Matthew Fontaine Maury. The location is approximately 5 miles 
north of the city of Newport News. Within a 25-mile radius of the 
museum are Jamestown Island, Williamsburg, and Yorktown, and 
other places of national interest. 

Following is a letter addressed by Senator Warren G. Magnuson to 
Senator Theodore Francis Green, chairman of the Committee on Rules 
and Administration, relative to Senate Joint Resolution 93: 


UNITED STATES SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
July 25 1956. 
In re Senate Joint Resolution 93, statue of Leifr Eiricsson. 
Hon. THEODORE FRANCIS GREEN, 
Chairman, Senate Committee on Rules and Administration, 
Senate Office Building, Washington 25, D. C. 

My Dear Senator Green: On July 21, I introduced Senate Joint Resolution 
93, authorizing the acceptance of a gift from the Ericsson Memorial Committee. 

I would much appreciate committee consideration of this legislation in place of 
Senate Joint Resolution 74, authorizing the erection of a statue of Leifr Eiricsson 
in the District of Columbia. 

In talking to the various Government agencies informally, including National 
Park Service, National Capital Parks Service, National Collection of Fine Arts, 
Smithsonian Institution, and the Department of State, I found a number of 
changes were desirable in Senate Joint Resolution 74. As a result, the new 
resolution, Senate Joint Resolution 93, has been introduced as a “clean bill," 
to present a better and more appropriate resolution, setting forth the objectives 
more clearly. 

À Los major changes in the legislation represent & new approach and are as 
ollows: 

1. Acceptance formally of the longstanding offer of the Ericsson Memorial 
Committee is found necessary in order to secure firm title and to observe proper 
decorum. 

2. The diplomatic gesture of good will and friendly relations which caused the 
United States to construct the original statue and present it to the people of 
Iceland is emphasized and made a part of the acceptance of this replica. While 
the people of Iceland have placed the original statue in a place of honor at their 
capital, the United States has not accepted the replica of it for honoring in our 
Nation’s Capital. 

3. Because the Secretary of Interior is given authority to accept public or 
private donations, particular mention of the organization of a committee or 
association for defraying expenses is eliminated as unnecessary. 

It may be of interest to you to know the changes incorporated in Senate Joint 
Resolution 93 have been discussed with and approved by the Minister from 
Iceland as well as the Icelandic National League of North America and the only 
vios member of the Ericsson Memorial Committee that paid for the bronze 
replica. 

I hope that the Senate Committee on Rules and Administration will take action 
on this bill before the recess of Congress. 

Thank you for any courtesies you may be able to extend. 


Sincerely, 
WARREN G. MAGNUSON, 


United States Senator. 
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OPERATION OF ARTICLE VII, NATO STATUS OF FORCES 
AGREEMENT 


Jury 29, 1955.—Ordered to be printed 


Mr. Ervin. from the Committee on Armed Services, submitted the 


following 


REPORT 


PURPOSE OF THE SUBCOMMITTEE 


The chairman of the Committee on Armed Services, by letter of 
January 28, 1955, appointed the subcommittee, consisting of Senator 
Ervin (chairman) and Senator Flanders, for the purpose of reviewing 
the operation of article VII of the NATO Status of Forces Agreement. 
This article recognizes the criminal jurisdiction of countries operating 
under the Status of Forces Agreement over members of the military 
and of the civilian components of a sending state who commit off-duty, 
civilian-type offenses while stationed in the host country against other 
than persons subject to United States military law. This examination 
represents a continuation of the review which the Senate Committee 
on Armed Services initiated in the last Congress regarding criminal 
jurisdiction over American soldiers by foreign courts. 

The statistical data contained in this report was received from repre- 
sentatives of the Office of the Secretary of Defense and from the Office 
of the Army Judge Advocate General, the latter being charged with 
monitoring the jurisdictional arrangements over all American service- 
men. 


REVIEW LIMITED TO OPERATION OF JURISDICTIONAL ARRANGEMENTS 


The subcommittee limited its review to the operation of criminal 
jurisdictional arrangements with foreign countries and the effect of 
the exercise of such jurisdictional arrangements on the morale and 
efficiency of American troops serving in those countries. 

The treaty has been ratified by the Senate. Since the task assigned 
to it did not contemplate such action on its part, the subcommittee 
did not consider the constitutionality of the treaty. Moreover, the 
subcommittee made no attempt to determine whether it is wise or 
unwise, as a matter of national policy, for the United States to enter 
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into reciprocal arrangements which recognize the exercise of criminal 
jurisdiction of foreign countries where United States troops are sta- 
tioned. Any reexamination of the broad policy questions would 
properly come before the Senate Foreign Relations Committee which 
has the sole committee responsibility for considering matters of this 
nature. 

SCOPE OF THE SUBCOMMITTEE REVIEW 


Examination of all jurisdictional arrangements 

The subcommittee’s examination covered the operation of all juris- 
dictional arrangements which subject American troops to trial in 
foreign courts. There are approximately 60 countries throughout the 
world with which the United States has some type of jurisdictional 
arrangement regarding American servicemen stationed in those 
countries. 

The principal ones are those 10 NATO countries which had acceded 
to the Status of Forces Agreement as of November 30, 1954. These 
are Belgium, Canada, France, Greece, Luxembourg, the Netherlands, 
Norway, Turkey, the United Kingdom, and the United States. Den- 
mark has recently acceded. "The remaining NATO countries —Ice- 
land, Italy, Portugal, and the Federal Republic of Germany-—have 
not yet agreed to the arrangement. The jurisdictional arrangements 
with countries other than the 10 NATO nations are provided for by 
Executive agreement. It might be noted that some of these arrange- 
ments affect very small numbers of men, in some cases under 25, who 
may be engaged on training missions in particular countries. 

Period covered by review 

The subcommittee’s review covered the 12-month period from 
December 1, 1953, through November 30, 1954. The material pre- 
viously received by the committee covered a period which ended 
November 30, 1953. 


Offenses reviewed 

The subcommittee limited its review to those offenses which were 
subject to foreign jurisdiction, with particular emphasis on those 
cases where jurisdiction was not waived. "The subcommittee did not 
examine those offenses over which jurisdiction was exercised by the 
United States military authorities. 


SIGNIFICANT FEATURES OF JURISDICTIONAL ARRANGEMENTS 


The NATO Status of Forces Agreement which was agreed to by 
the Senate on July 15, 1953, defines generally the legal status of the 
military forces of one NATO power stationed in the territory of 
another. Even though the subcommittee is concerned only with 
the provisions relating to criminal jurisdiction, it is significant to 
note that the agreement covers other important matters including 
passport and visa regulations, immigration inspections, the carrying 
of arms, the settlement of claims, taxes, customs, and foreign exchange 
arrangements. 

Article VII, in dividing the jurisdictional areas of the sending and 
receiving State, made certain offenses subject to the exclusive juris- 
diction of each state and others subject to the concurrent jurisdiction 
of each. In the latter category primary jurisdiction is placed in either 
the receiving or sending state. 
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Even though the United States is primarily concerned with the 
jurisdiction of the host or receiving state, in view of the large number 
of American troops abroad, it is significant to point out the jurisdic- 
tion of the sending state. 


Jurisdiction of sending state 

The sending state, which would be the United States when our 
troops are abroad, has exclusive jurisdiction where the offense is an 
offense against the law of the sending state but not against the law of 
the host country. An example of such authority would be strictly 
military offenses, such as absence without leave. 

The sending state also has the primary right to exercise jurisdic- 
tion where the offense is solely against the property or security of 
the sending state, or is solely against the person or property of another 
member of the force (or civilian component or dependent) of that 
state, or if the offense arises out of any act or omission in the per- 
formance of official duty. 

Jurisdiction of the host stati 

The receiving state has exclusive jurisdiction over offenses which 
are punishable by the law of the receiving state but not by the law 
of the sending state. Such cases would include espionage against the 
host state. The Department of Defense knows of no cases involving 
the exercise of this type of jurisdiction. 

With respect to concurrent jurisdiction the treaty provides that the 
receiving state shall have the primary right in cases where the offenses 
are not within the primary jurisdiction of the sending state. In 
practice this means that the receiving state has the primary right of 
vurisdiction over offenses which are civilian in nature and are com- 
mitted while off duty against other than members of the Armed Forces, 
the civilian component, or dependents. 


Waiver of jurisdiction 


The treaty provides that requests for a waiver of jurisdiction will 
be considered by any state having the primary right. It has been the 
policy of Defense to request the host state to waive its iurisdiction in 
practically all cases. 


Procedural rights 

It is also provided that when a member is prosecuted by the receiving 
state he will be entitled to certain procedural rights necessary to a 
fair trial, which include a prompt trial, statement of charges, con- 
frontation of witnesses, legal counsel, a competent interpreter, and 
the right to communicate with a representative of the government of 
the sending state. In addition the agreement contains a safeguard 
against double jeopardy. 

Reports to the Senate and House Committees on Armed Services 

The cognate resolution adopted by the Senate when it agreed to 
the Status of Forces Agreement provided for two situations where 
reports would be made through channels to the Committees on Armed 
Services of the Senate and House. 

First, it was provided that the commanding officers would examine 
the procedural safeguards provided by the laws of the receiving state 
and where it appeared under all the circumstances that the accused 
would not be protected because of the absence or denial of the con- 
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stitutional rights he would enjoy in the United States, the authorities 
would request the receiving state through diplomatic channels to 
waive its jurisdiction. If waiver was not granted, reports would be 
made through channels to the respective committee. The Department 
of Defense has not reported any cases under this provision. 

Second, it is provided that similar committee notification will be 
given when United States subjects tried in foreign courts do not 
receive the procedural rights enumerated in the treaty. 

The Department of Defense has reported one case under this provi- 
sion in a letter of August 11, 1954. This case involved a Pvt. Jerry 
O. Baldwin who was prosecuted in a French court and was not con- 
fronted with witnesses as required by the agreement. Private Bald- 
win received a fine equivalent to $18 which was increased to $36 by 
the French court of appeals, The French Ministry of Justice, how- 
ever, by administrative action remitted the fine. Private Baldwin 
did not wish to appeal the case. The Department of Defense stated 
that the French Ministry has taken administrative action to prevent 
the recurrence of similar errors. 

For purposes of reference there is printed at the end of this report 
the full text of article VII and the cognate resolution, together with 
article I which contains important definitions. 


VIEW OF THE SUBCOMMITTEE 


It is the view of the subcommittee that, generally, the criminal 
jurisdictional arrangements regarding United States troops abroad 
are operating satisfactorily and that the exercise of jurisdiction by 
foreign courts has not had an adverse effect on the morale and efficiency 
of American troops stationed in those countries. 

Based on information received from the overseas commanders, 
however, there are two countries, Turkey and French Morocco, 
where delays in bringing cases of servicemen to trial have had an 
adverse effect on the morale and discipline of United States troops in 
those countries. The delays were not directed especially against the 
Americans but appear to be inherent in the judicial systems of those 
countries. The ни of Defense advised that administrative 
efforts are being made to correct these procedures. Except for the 
information concerning these two countries, the reports of the over- 
seas commanders uniformly support the view of the subcommittee. 


REVIEW OF OFFENSES AND THEIR ULTIMATE DISPOSITION 


In reviewing the statistics relative to the offenses committed by 
American servicemen subject to foreign jurisdiction it is significant 
to note that as of November 1, 1954, there were approximately 
1,300,000 American soldiers serving outside the continental limits of 
the United States. 

Following are two detailed charts submitted by the Department of 
Defense. Chart I sets forth on a worldwide basis the offenses subject 
to foreign jurisdiction and the ultimate disposition of these offenses 
during the 1-year period. Chart II contains a list of the 15 countries 
throughout the world in which American troops were tried by foreign 
tribunals during the period, together with the ultimate disposition of 
these offenses. 
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CHART I 


Department of Defense statistics relative to the exercise of criminal jurisdiction 
by foreign tribunals over persons subject to United States military law, Dec. 1, 
1958-Nov. 30, 1954 


Offenses sub- 
ject to juris- | Waivers | Dropped 
diction 


World ....|7,416 (3, 987) 5, 424 255 (793) 122 1,163 (693) 
World less NATO............|3,606 (1, 250) 3, 038 106 { (307) 32 405 (375) 
World less NATO SOF.......|3,966 (1, 343)! 3, 089 145 (341) | 51 513 (397) 
NATO 3,720 (2,707) 2, 386 149 (486) | 91 | 759 (318) 


| 


NATO BOP.............. -..19,450 (2, 644) 2, 335 110 815 (452)| 72 | 651 (296) 


Tried Acquit- 


tals Fines only 





‚чә | ~ سے‎ _—————. 





Sentences to | Confinement; Actual con- | 


4 | : ending 
confinement | suspended | finement 1 ling 
| 


Reprimands 


| 
ا‎ аи 178 (38) 101 (12) 77 (16) 
World less NATO... : 73 (18) (2)| 29  (6)| 
World less NATO SOF. ax] 88 (19) 5! (2)| 3: (| 
NATO En ; 105 (20) 57 (10) 48 (10)| 
NATO SOF | 1 90 (19) (10) (9) | 





NOTE.—Figures ín parentheses indicate traffic offenses. 
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THREE SIGNIFICANT FEATURES OF THE ABOVE INFORMATION 


Comparison of offenses with waivers and number of trials 

There were throughout the world 7,416 offenses subject to juris- 
diction by foreign courts. Only 19.8 percent, or 1,475 cases, were 
tried by foreign tribunals. Waivers were granted on 73.1 percent, 
or 5,424 cases. With respect to the remaining cases the charges were 
either dropped or were pending as of November 30, 1954. The 
percentages with respect to the status-of-forces countries were 
similar. Out of 3,450 offenses subject to criminal jurisdiction in 
those countries 23.6 percent, or 815 cases, were tried in the foreign 
courts. Waivers were granted on 67.7 percent, or 2,335 cases. 


Vumber of United States citizens receiving unsuspended sentences to 
confinement 

During the reporting period 77 Americans, representing approxi- 
mately 1 percent of those offenses subject to foreign jurisdiction, 
received sentences to confinement which were not suspended. In 
the status-of-forces countries 44 Americans, representing approxi- 
mately 1.3 percent of 3,450 offenses, received such sentences. 

There were 10 countries throughout the world in which the 77 
Americans served sentences of confinement during this period. Of 
this number 31 were confined in France and 25 in Japan. Chart II 
lists the details regarding the 15 countries in which Americans were 
tried and the 10 countries where they were confined. 

High degree of traffic offenses 

It is significant to note that traffic offenses constitute a high per- 
centage of the offenses subject to foreign jurisdiction and also of those 
which were tried by foreign courts. Of all the offenses worldwide 
subject to foreign jurisdiction, about 53 percent (3,987 out of 7,416 
cases) were traffic offenses and about the same percentage (793 out of 
1,475) was applicable to the trials in foreign courts. It might be 
noted that in France 2,105 out of the 2,600 offenses subject to foreign 
jurisdiction were traffic offenses. With respect to the trials in French 
tribunals 100 out of 283 were of a traffic nature. 


AMERICANS CONFINED IN FOREIGN INSTITUTIONS AS OF FEBRUARY 19, 


1955 


Information received by the committee from the Department of 
Defense indicates that as of February 10, 1955, there were 58 United 
States persons subject to military law who were serving sentences of 
confinement in foreign institutions. Of this number 42 were in Japan, 
6 in France, 5 in the United Kingdom, 4 in Canada, and 1 in Italy. 

The number of persons serving various terms of confinement 
together with the offenses for these terms are as follows: 

Persons 
6 months or less (4 aggravated assault and related offenses and 1 lewd and 
lascivious act).........- us 
1 year or less (injury by ne »gligence) 7 
1 to 2 years (2 larceny, 2 rape and related. offenses, ln ne egligent homicide, 

1 felonious assault) B 
2 to 3 years (5 rape and related offenses, 7 robbery) ) 

3 to 4 years (8 robbery and 1 rape) 
4 to 5 years (13 robbery and 3 rape)... 
Over 5 years (4 murder, 3 rape, and 2 robbery) 
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The maximum sentence has been 15 years. This case involved a 
joint trial of two persons in Japan for an aggravated robbery-murder. 

The chart III below sets forth the total number of persons serving 
various terms of confinement together with the total number of 


offenses by type. 
CHART III 


UNITED STATES CITIZENS SUBJECT TO MILITARY LAW 
CES TO CONFINEMENT 
NT TO SENTENCES 


OF FOREIGN COURTS ( TOTAL 58) 
(10 FEBRUARY 1955) 


= | os 


AMO  AQGORAVATED — MURDER NEGLIGENT 
ея db. Sidi. "DA s 


TERMS OF CONFINEMENT OFFENSES 
PHYSICAL PUNISHMENT 


The subcommittee has been aware of widely circulated reports 
which indicate that Americans have received sentences by foreign 
courts involving cruel and unusual punishment, such as the cutting 
off of hands. The Department of Defense was requested to furnish 
information regarding any case of this nature. In response the sub- 
committee was advised that the Department of Defense knew of no 
instance where physical punishment of any nature had been received 
by an American as a result of sentence by foreign court. 


WELFARE OF AMERICANS IN CONFINEMENT 


The Department of Defense has indicated that American officials 
and chaplains visit regularly the 58 Americans who are confined in 
the institutions in the 5 countries. No information has been received 
which would indicate that the conditions of confinement are other 
than satisfactory. In France permission to visit prisoners is granted 
to friends and members of the prisoner’s family. The confined soldiers 
are being extended adequate medical and dental care and have access 
to recreational facilities. In Japan a portion of a Japanese prison has 
been set aside solely for American prisoners who are given preferential 
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treatment over Japanese prisoners, particularly with respect to the 
type of food provided. 

The Department of Defense has issued a directive requiring that 
military commanders abroad seek to conclude agreements with local 
officials whereby the American commanders may accord servicemen 
confined in foreign institutions the same privileges that would be 
extended to Americans confined to United States military facilities. 
The Department of Defense reports that these arrangements are in 
various stages of completion at the present time. 


FINAL COMMENT OF THE SUBCOMMITTEE 


This report is of an interim nature, reviewing for a 1-year period the 
operation of criminal jurisdiction arrangements between the United 
States and foreign countries regarding American soldiers stationed in 
those nations. The subcommittee will continue to examine the oper- 
ation of the jurisdiction agreements on a periodic basis and at such 
other times as circumstances require. 

The subcommittee would like to note that the available information 
indicates that honest efforts are being made by all parties concerned 
to execute the juridictional agreements satisfactorily. The subcom- 
mittee realizes that whenever troops of one nation are stationed in the 
territory of another, difficult problems are created and their satis- 
factory solution depends mainly on the mutual efforts of both the 
military commanders and the local authorities concerned. The 
subcommittee feels confident that as long as national policy requires 
American troops to be stationed abroad, the United States Govern- 


ment will use its best efforts in seeing that the rights of American 
soldiers who commit offenses abroad are protected. 


TEexT OF ARTICLES I AND VII AND COGNATE RESOLUTION OF NATO STATUS 
oF FORCES TREATY 


ARTICLE I 


1. In this Agreement the expression— 

(a) “force” means the personnel belonging to the land, sea, or air armed 
services of one Contracting Party when in the territory of another Contract- 
ing Party in the North Atlantie Treaty area in connexion with their official 
duties, providing that the two Contracting Parties concerned may agree 
that certain individuals, units or formations shall not be regarded as con- 
stituting or included in a ‘‘force’’ for the purposes of the present Agreement; 

(b) “civilian component” means the civilian personnel accompanying a 
force of a Contracting Party who are in the employ of an armed service 
of that Contracting Party, and who are not stateless persons, nor nationals 
of any State which is not a party to the North Atlantic Treaty, nor nationals 
of, nor ordinarily resident in, the State in which the force is located; 

(с) “dependent” means the spouse of a member of a force or of a civilian 
component, or a child of such member depending on him or her for support; 

(d) “sending State” means the Contracting Party to which the force 
belongs; 

(e) “receiving State” means the Contracting Party in the territory of 
which the force or civilian component is located, whether it be stationed 
there or passing in transit; 

(f) “military authorities of the sending State” means those authorities 
of a sending State who are empowered by its law to enforce the military 
law of that State with respect to members of its forces or civilian com- 
ponents; 


„ 
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(g) “North Atlantie Council" means the Council established by Article 
9 of the North Atlantic Treaty or any of its subsidiary bodies authorised 
to act on its behalf. 

2. This Agreement shall apply to the authorities of political subdivisions 
of the Contracting Parties, within their territories to which the Agreement 
applies or extends in accordance with Article XX, as it applies to the central 
authorities of those Contracting Parties, provided, however, that property owned 
by political subdivisions shall not be considered to be property owned by a 
Contracting Party within the meaning of Article ҮШІ. 


ARTICLE VII 


1. Subject to the provisions of this Article, 

(a) the military authorities of the sending State shall have the right to 
exercise within the receiving State all criminal and disciplinary jurisdiction 
conferred on them by the law of the sending State over all persons subject 
to the military law of that State; 

(b) the authorities of the receiving State shall have jurisdiction over the 
members of a force or civilian component and their dependents with respect 
to offences committed within the territory of the receiving State and punish- 
able by the law of that State. 

2. (a) The military authorities of the sending State shall have the right to 
exercise exclusive jurisdiction over persons subject to the military law of that 
State with respect to offences, including offences relating to its security, punish- 
able by the law of the sending State, but not by the law of the receiving State. 

(b) The authorities of the receiving State shall have the right to exercise ex- 
clusive jurisdiction over members of a force or civilian component and their 
dependents with respect to offences, including offences relating to the security 
of that State, punishable by its law but not by the law of the sending State. 

(c) For the purposes of this paragraph and of paragraph 3 of this Article a 
security offence against a State shall include 

(i) treason against the State; 

(ii) sabotage, espionage or violation of any law relating to official secrets 
of that State or secrets relating to the national defence of that State 

3. In cases where the right to exercise jurisdiction is concurrent the following 
rules shall apply: 

(a) The military authorities of the sending State shall have the primary right 
to exercise jurisdiction over a member of a force or of a civilian component in 
relation to 

(i) offences solely against the property or security of that State, or offences 
solely against the person or property of another member of the force or 
civilian component of that State or of a dependent; 

(ii) offences arising out of any act or omission done in the performance 
of official duty. 

(b) In the case of any other offence to the authorities of the receiving State 
shall have the primary right to exercise jurisdiction. 

(c) If the State having the primary right decides not to exercise jurisdiction, 
it shall notify the authorities of the other State as soon as practicable. The 
authorities of the State having the primary right shall give sympathetic con- 
sideration to a request from the authorities of the other State for a waiver of 
its right in cases where that other State considers such Waiver to be of particu- 
lar importance. 

4. The foregoing provisions of this Article shall not imply any right for the 
military authorities of the sending State to exercise jurisdiction over persons who 
are nationals of or ordinarily resident in the receiving State, unless they are 
members of the force of the sending State. 

5. (a) The authorities of the receiving and sending States shall assist each 
other in the arrest of members of a force or civilian component or their depend- 
ents in the territory of the receiving State and in handing them over to the 
authority which is to exercise jurisdiction in accordance With the above provisions. 

(b) The authorities of the receiving State shall notify promptly the military 
authorities of the sending State of the arrest of any member of a force or civilian 
component or a dependent. 

(c) The custody of an accused member of a force or civilian component over 
whom the receiving State is to exercise jurisdiction shall, if he is in the hands of 
sending State, remain with that State until he is charged by the receiving 

tate. 
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6. (a) The authorities of the receiving and sending States shall assist each 
other in the carrying out of all necessary investigations into offences, and in the 
collection and production of evidence, including the seizure and, in proper cases, 
the handing over of objects connected with an offence. The handing over of 
such objects may, however, be made subject to their return within the time 
specified by the authority delivering them. 

(b) The authorities of the Contracting Parties shall notify one another of the 
disposition of all cases in which there are concurrent rights to exercise juris- 
diction. 

7. (a) A death sentence shall not be carried out in the receiving State by the 
authorities of the sending State if the legislation of the receiving State does not 
provide for such punishment in a similar case. 

(b) The authorities of the receiving State shall give sympathetic consideration 
to a request from the authorities of the sending State for assistance in carrye 
ing out a sentence of imprisonment pronounced by the authorities of the sending 
State under the provision of this Article within the territory of the receiving 
State. 

8. Where an accused has been tried in accordance with the provisions of this 
Article by the authorities of one Contracting Party and has been acquitted, or 
has been convicted and is serving, or has served his sentence, or has been par- 
doned, he may not be tried again for this same offence within the same territory 
by the authorities of another Contracting Party. However, nothing in this para- 
graph shall prevent the military authorities of the sending State from trying 
a member of its force for any violation of rules of discipline arising from an act 
or omission which constituted an offence for which he was tried by the authorities 
of another Contracting Party. 

9, Whenever @ member of a force or civilian component or a dependent is 
prosecuted under the jurisdiction of a receiving State he shall be entitled— 

(a) to a prompt and speedy trial; 

(b) to be informed, in advance of trial, of the specific charge or charges 
made against him; 

(c) to be confronted with the witnesses against him; 

(d) to have compulsory process for obtaining witnesses in his favour, if 
they are within the jurisdiction of the receiving State; 

(e) to have legal representation of his own choice for his defence or to 
have free or assisted legal representation under the conditions prevailing 
for the time being in the receiving State; 

(f) if he considers it necessary, to have the services of a competent inter- 
preter; and 

(g) to communicate with a representative of the Government of the 
sending State and, when the rules of the court permit, to have such a rep- 
resentative present at his trial 

10. (a) Regularly constituted military units or formations of a force shall 
have the right to police any camps, establishments or other premises which 
they occupy as the result of an agreement with the receiving State. The military 
police of the force may take all appropriate measures to ensure the maintenance 
of order and security on such premises. 

(b) Outside these premises, such military police shall be emploved only subject 
to arrangements with the authorities of the receiving State and in liaison with 
those authorities, and insofar as such employment is necessary to maintain 
discipline and order among the members of the force. 

11. Each Contracting Party shall seek such legislation as it deems necessary 
to ensure the adequate security and protection within its territory of installations, 
equipment, property, records and official information of other Contracting 
Parties, and the punishment of persons who may contravene laws for that purpose. 


RESOLUTION OF RATIFICATION, WITH RESERVATIONS, AS AGREED TO RY THE SENATE 
ON JULY 15, 1953 


Resolved (two-thirds of the Senators present concurring therein), That the Senate 
advise and consent to the ratification of Executive T, Eightv-second Congress, 
Second Seesion, an agreement between the parties to the North Atlantie Treaty 
Regarding the Status of their Forces, signed at London on June 19, 1951. 

It is the understanding of the Senate, which understanding inheres in its 
advice and consent to the ratification of the Agreement, that nothing in the 
Agreement diminishes, abridges, or alters the right of the United States of 
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America to safeguard its own security by excluding or removing persons whose 
presence in the United States is deemed prejudicial to its safety or security, and 
that no person whose presence in the United States is deemed prejudicial to 
its safety or security shall be permitted to enter or remain in the United States. 

In giving its advice and consent to ratification, it is the sense of the Senate 
that: 

1. The criminal jurisdiction provisions of Article VII do not constitute a 
precedent for future agreements; 

2. Where a person subject to the military jurisdiction of the United States is to 
be tried by the authorities of a receiving state, under the treaty the Commanding 
Officer of the armed forces of the United States in such state shall examine the 
laws of such state with particular reference to the procedural safeguards con- 
tained in the Constitution of the United States; 

3. If, in the opinion of such commanding officer, under all the circumstances 
of the case, there is danger that the accused will not be protected because of the 
absence or denial of constitutional rights he would enjoy in the United States, 
the commanding officer shall request the authorities of the receiving state to 
waive jurisdiction in accordance with the provisions of paragraph 3 (e) of 
Article VII (which requires the receiving state to give “sympathetic considera- 
tion" to such request) and if such authorities refuse to waive jurisdiction, the 
commanding officer shall request the Department of State to press such request 
through diplomatie channels and notification shall be given by the Executive 
Branch to the Armed Services Committee of the Senate and House of Represent- 
atives. 

4. A representative of the United States to be appointed by the Chief of Diplo- 
matic Mission with the advice of the senior United States military representative 
in the receiving state will attend the trial of any such person by the authorities of 
a receiving state under the agreement, and any failure to comply with the pro- 
visions of paragraph 9 of Article VII of the agreement shall be reported to the 
commanding officer of the armed forces of the United States in such state who 
shall then request the Department of State to take appropriate action to protect 
the rights of the accused, and notification shall be given by the Executive Branch 
to the Armed Services Committees of the Senate and House of Representatives 
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SATH CONGRESS SENATE | Report 
Ist Session | Мо. 1269 


AUTHORIZING CONSTRUCTION OF A NUCLEAR POWERED 
PROTOTYPE MERCHANT SHIP 


JvLY 30, 1955.— Ordered to be printed 


ANDERSON, from the Joint Committee on Atomic Energy, 
submitted the following 


REPORT 


(To accompany 5. 2523] 


The Joint Committee on Atomic Energy, to whom was referred the 
bill (S. 2523) to authorize construction of a nuclear powered prototype 
merchant ship, and for other purposes, having considered the same, 


report favorably thereon with amendments and recommend that the 
bill do pass. 


'The amendments are as follows: 
(1) Strike all after the enacting clause and insert in lieu thereof the 
following: 


Sec. 1. (a) That in order to demonstrate to the peoples of the world the great 
peaceful use and potential of atomic energy and the humanitarian and industrial 
applications of such energy the Atomic Energy Commission is authorized to con- 
struct an atomic energy propulsion facility, consisting of one or more reactors and 
auxiliary equipment, and to install such facility and equipment in a merchant 
vessel to be converted or constructed, and operated by the Secretary of Commerce 
for accomplishing the purposes of this Act 

(b) On completion of such vessel, the Secretary of Commerce shall make suit- 
able arrangements for such lieenses a^ are required bv the Atomie Energy Act of 
1954, as amended, and, in consultation with the Atomic Energy Commission, for 
the display on such vessel, insofar as practicable, of the peaceful uses of atomic 
energy and for the training of qualified personnel. The Secretary of Commerce 
shall make such regulations and prescribe such fees as he deems necessary for the 
display of goods and wares of United States manufacture or origin. Such vessel 
mav be equipped and utilized to generate electricity from atomie energy and, 
under such terms, rates, or conditions as the Secretary of Commerce may prescribe, 
may be utilized (1) to supply for demonstration or emergenev purposes such elec- 
trical energy to the electrie utility svstem of any port in whieh such vessel is à 
visitor, and (2) to transport cargo 

(c) No charge shall be made to any person visiting such vessel in the normal 
course of viewing the vessel or its exhibits while the vessel is operated by the 
Government. 

(d) The itinerary of such vessel shall be determined by the Secretary of Com- 
merce on direction of the President and, to the maximum extent consistent with 
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the common defense and security and the health and safetv of the publie, the 
vessel and its contents shall be made freelv accessible to publie view. 

(e) The name of such vessel shall be the U. S. S. Atomic Enterprise. 

Sec. 2. For the purpose of developing the economic uses of nuclear transporta- 
tion power in peaceful pursuits of domestic and foreign commerce, the Atomic 
Energy Commission, with the assistance of the Maritime Administration, is author- 
ized to develop and construct an atomic energy propulsion facility and auxiliary 
equipment for adaptation to a surface vessel of such characteristics and design as 
will make it usable in the American merchant marine fleet. The Maritime 
Administration, with the assistance of the Atomic Energy Commission, is author- 
ized to construct such vessel. Upon completion of such vessel, the Secretary of 
Commerce is authorized to arrange for its operation or charter in such manner as 
circumstances and the public interest then warrant. 

Sec. 3. Except as otherwise determined by the Atomic Energy Commission, 
the development, construction, and installation of the reactor propulsion facilities 
and auxiliary facilities herein authorized shall be so conducted as not to impair 
substantially the prosecution of other atomic energy research and development or 
construction projects of the Atomie Energy Commission. 

Sec. 4. The Atomie Energy Commission and the Department of Commerce, 
Maritime Administration, are authorized to utilize such funds as may be pres- 
entlv available to them to accomplish the purposes of this Act, and there are hereby 
authorized to be appropriated such sums as may be necessary to carry out the 
purposes of this Act. 


(2) Amend the title of the bill to read as follows: 


A bill to authorize appropriations for the development, construction, and 
operation of two atomic energy propulsion facilities, and for other purposes. 


EXPLANATION OF THE BILL AS AMENDED 


This bill, as amended, is designed to accomplish two purposes: 
First, it provides for the construction of the President’s peace ship. 
Secondly, it authorizes a long-range project for the development of 
an economically competitive nuclear powered merchant ship. The 
following exchange of letters explains in detail the arguments in favor 
of the President’s peace ship. 


CONGRESS OF THE UNITED STATES, 
JoiNT COMMITTEE ON ATOMIC ENERGY, 
July 26, 1955. 
Mr. ROGER [70 
Bureau of the Budget, Washington, D. C. 


Dear Mr. Jones: The Research and Development Subcommittee of the 
Joint Committee on Atomic Energy is holding a hearing tomorrow morning, 
at 10:30 a. m., in room F-&88, the Capitol. 

The subcommittee desires to have a report, in writing, for this meeting on the 
President’s peace ship proposal. This report should cover in some detail precisely 
what the President’s desires are with respect to a nuclear powered merchant ship, 
what the purposes of this ship would be, who he desires to have build the ship, 
who he desires to have operate the ship— in short, a detailed justification for the 
project. 

This will confirm telephone conversation between Mr. Heller of the committee 
staff, and vourself, this afternoon. 

Sincerely yours, 
MeLvıN PRICE, 
Chairman, Research and Development Subcommittee. 





CONSTRUCT A NUCLEAR POWERED PROTOTYPE MERCHANT SHIP 


Executive OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., July 27, 1955. 
Hon. MELVIN PRICE, 
Chairman, Research and Development Subcommittee, 
Joint Committee on Atomic Energy. 


Dear Mr. Price: This is in reply to your letter of July 26 requesting a report 
»n the President's atomie merchant ship proposal. 

The President's plan has already been presented to your subcommittee in 
considerable detail by representatives of the Atomie Energy Commission and the 
Department of Commerce, Dr. Willard F. Libby, Acting Chairman of the Com 
mission, on May 5, 1955, gave testimony on behalf of the administration. That 
testimony was followed by testimony from the Maritime Administrator, Mr. 
Clarence Morse. 

The President believes strongly that the concrete demonstration of the civilian 
application of atomic energy is a most urgent and important means of emphasizi 
to all the world the great promise of atomic energy for man’s betterment. He 
considers that an American merchant ship propelled by atomie power would be a 
particularly effective and dramatic means of making such a demonstration. He 
is convinced that the urgency of our times makes it essential that the vessel be 
built immediately. Accordingly, he has concluded that an atomic reactor of th: 
type which has already performed so successfully in the U. S. S. Nautilus should 
be installed in an essentially conventional merchant ship hull, with a view to com- 
pleting the vessel by the summer of 1957. The main outlines of the President’s 
proposal are followed in S. 2522, H. R. 7360, and H. R. 7038, introduced, respect- 
tively, by Senator Hickenlooper, Representative Cole, and Representative 
Patterson. 

The project would involve primarily the Atomic Energy Commission and- the 
Maritime Administration and would be coordinated by the Chairman of the 
Atomie Energy Commission. It is planned that the Commission will procure 
and install the nuclear propulsion plant, while the Maritime Administration wii! 
contraet for the construetion of the ship and arrange for its operation when it i« 
put into service. The itinerary of the vessel will be determined by the Secretar) 
of Commerce under policies laid down by the President. The total capital cost 
of the project is estimated at $33.65 million, to be financed jointly by the Commis- 
sion and the Maritime Administration, the respective amounts being $21 million 
and $12.65 million. Fund requests for these amounts have already been trans- 
mitted to the Congress. In line with the usual practices of the two agencies, the 
construction of the ship, including its propulsion plant, will be accomplished by 
industrial contractors. 

In order to multiply the effectiveness of the ship as a demonstration of the 
civilian applications of atomic energy, it is planned to design the hull in such a 
way as to provide space for various exhibits of such applications. These exhibits 
would be open to the public free of charge at the ship’s various ports of call. 

The President recognizes that the early completion of this project will not 
permit very much development work looking to radical improvement of the 
Nautilus reactor. It should be remembered that the Nautilus-tvpe reactor is not 
in any sense obsolete. This is underscored by the fact that additional atomic 
submarines are currently planned by the Navy to use what will be essentially 
adaptations of the Nautilus reactor design. Such design improvements as are 
feasible will, of course, be incorporated in the propulsion plant of the merchant 
vessel. 

With respect te cataloging the purposes of this vessel, it is difficult even in a 
formal report, to do more than emphasize what the President has said on several 
occasions. 

First. This will be a peace ship. The United States was the first nation to 
build a nuclear-powered warship, the Nautilus. It is only right and proper and 
worthy of our position in and before the world that we should be the first nation 
to build a nuclear-powered peace ship. 

Second. This ship will carry the message of the peaceful uses of atomic energy 
throughout the world. On June 29, 1955. the President said, “What I am trying 
to do as one of the peace moves in this world is to convince the world, not just 
Russia and ourselves, but to convince the world that here is a science which can 
mean practically the doubling, let us say, of living standards within a reasonable 
space of time." 
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Third. Itself a prime example of the peaceful uses of atomic energy, this vessel 
will not be a museum in the sense of showing the past, or making possible a 
better understanding of the present. It will be a living, operating, demonstration 
laboratory which, through its own propulsion machinery and exhibits, will give 
us glimpses of the future. The President believes that these glimpses of the 
future will prove that peaceful uses of atomic energy are no illusory byproduct of 
what, up to this time, the nations of the world have come to think of as primarily 
a destructive force. 

Fourth. The ship will be a moral force, propaganda for good, in the most 
literal and proper sense of both those words. When people see for themselves the 
promise of the use of the atom in agriculture, in medicine, in generating electric 
power, in commerce, in almost every field of man’s endeavor, they will insist that 
this power not be diverted and immobilized in stockpiles of weapons. No moral 
force ever made itself felt without being seen, and heard, and experienced. The 
President wants this vessel to be seen, its message to be heard, its other demon- 
strations to be experienced. Its moral force is not to be judged in terms of how 
few dollars it will cost or whether it is efficient by commercial standards of 
operation. The President seeks no return on this vessel except the good will of 
men everywhere, 

Fifth. Since this vessel will be a demonstration of American will for peace it 
should go anywhere and everywhere that the cause of peace may dictate. Of 
great importance will be the fact that it can do this without concern about when 
and where satisfactory refueling arrangements can be made. Neither will the 
vessel be burdened by the job of proving itself commercially feasible by carrying 
goods exclusively. Its value will not be in economic return or proven efficiency 
and speed of operation. Those will come later when we have learned new lessons 
of engineering and design. We can afford to wait 4 years, 5 years, and even 
more, for successful merchant ships with nuclear propulsion machinery. We 
cannot afford to wait more than a minimum amount of time to send the peace 
ship forth upon the seas. 

Sixth. This vessel will be an answer to those who say that the United States is 
content to wage a cold war. Events of recent weeks have again emphasized that 
we dare to look beyond the prospects of cold war. The United States must have 
the courage, the tenacity of moral purpose, the certainty of dedicated effort to 
keep searching for peace, the burning, absorbingly challenging peace of a world 
busily engaged in exchanging ideas, goods, and services. The world must do 
these things in the certainty that the atom can be used without fear and without 
wholesale dedication of its terrible energy to the destruction of man and the 
civilizations he has built through thousands of years of striving to find his destiny. 

The Bureau of the Budget cannot lay down a detailed program of use for this 
vessel. We cannot justify it as the Navy would a floating drydock. We do not 
know where it will go first or exactly what its duties will be. We cannot guess 
how many people it will attract, We do know that it must be equipped to demon- 
strate our faith in the future. There should be no need to give more specific 
details now. The potential of this peace ship will be limited only by the skill and 
devotion to the publie good of those who will be charged with its operation. 

In seeking authorization for a $34 million warship, no justification is prepared 
in terms of either its specific defense potential to prevent Americans from being 
killed or its specific offensive worth for destroying enemy manpower. Such a 
vessel is related to an overall defense objective. In like manner, this peace ship 
must be related to the overall objective of proving that the United States stands 
for peace and will give its knowledge and skill for the peaceful uses of atomic 
energy. 

Although the primary justification for the President's proposal lies in the com- 
pelling consideration stated above, the contribution of the project to the long- 
term development of atomic marine propulsion will also be significant. The ship 
will constitute a floating laboratory for the proving out of operating characteristics 
and reliabilitv and for the training of merchant marine personnel. These factors 
alone will justify a considerable expenditure. Like the Shippingport power re- 
actor, the first atomie merchant ship will not be economically competitive, but 
it will blaze the trail forward to that ultimate goal. 

We appreciate this opportunity to express in a formal report the President's 
views on his atomic merchant ship proposal. We request that the committee 
include this letter in its record of hearings and in its report on pending atomic 
ship legislation. 

Sincerely yours, 


RowraANp Hucues, Director. 
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The letter of July 27 brought together for the first time in à com- 
munication to the Joint Committee the plan of the President. On 
April 22 the Acting Chairman of the Atomic Energy Commission had 
sent to the chairman of the Joint Committee the following letter 


Dear Senator ANDERSON: The Atomic Energy Commission in cooperation 
with the United States Maritime A: iministrs ation is proceeding with the design 
modification and fabrication of a nuclear power plant to propel a merchant 
vessel. It is understood that the President will soon announce the e: 
of the project. 

It is presently contemplated that the Atomie Energy Commission 
responsible for construction of the nuclear powerplant, and that the M 
Commission will be responsible for providing the ship hull, with all fittings and 
machinery, and for installing the nuclear reactor. The proposed funding of the 
project is still under discussion. It will, of course, be subject to the availability 
of appropriations for the purpose. 

Sincerely yours, 


dstence 


will be 
aritime 


W. F. Lipsey, Acting Chairman 
The bill, S. 2523, as originally drawn seemed to be in harmony with 
the project of the President if all that was contemplated was the con- 
struction of a nuclear power plant by the Atomic Energy Commission 

and the provision of the shina hull with all fittings and мећу 
the Maritime Commission 
It is true that the Atomic Energy Commission on May 12 sub- 
mitted to a subcommittee of the Joint Committee information dealing 
in a more detailed way with the plan of the President. But that 
matter as originally submitted was listed as containing restricted d 


DV 


lata 
and to Y) d: ау is sull classified so that its contents eannot be revealed 
to the Members of the Congress. There have been, however, news- 
paper stories outlining the conception of a nucles ar-powe ‘red peace ship 
with exhibits, a theater to seat 1, 100 рео] le, and other d( tails 

seem to follow the material in the elassified letter. At the time 


ceipt, however, this information was in а second appendix and w 


( маи 


pio]! 
which 
of its 


not regarded as an expre ssion of the President’s prime objec Live, 
At previous committe 


' meetings wh en the proposal for а peace hip 
was under discussion, it 


had bee: 1 рот inted n that the pro] ect of using 
a Nautilus-tvpe reactor in an existing hull would not advance the art 


a 


oj constructing an ہس‎ + competitive nuclear-powered ship. 


However, the le ter of July 27 from he Bureau of ш. Budget does 
not make — aueh 8 ship would be economical bu ren ll 
point of view of the President that early launching of such a vessel 


would be “a кийсем ab effective and dramatie means" of lemon 
strating the civilian application of atomic ener 
committee voted to support it. 

The Bureau of the Budget in its appearance before the committe 


bail 


2n On that basis the 


submitted additional lancuage in a section 2 which would provide 
` ` ¢ 1 4 + | 
for a long-range program which the committee hopes will lead to the 


development of an economically. comp: ütive bei sda aha mer- 


chant ship. This program is to be carried out jointly by the Atomic 


Energy Commis e 1 and the Maritime Administration. 

The Joint Comm ittee in its executive hearings discussed at length 
the potential impact of the peace ship program on other reactor pro- 
crams of the Atomic Energy Commission. The Joint Committee 
was assured that if a Nautilus-tvpe reactor was used and the con- 
struction of the reactor was carried out under the direction of the 
Atomic Energy Commission no substantial interference with the 
naval reactor program would occur. 
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With regard to the long-range program to develop an economically 
competitive merchant ship, the Joint Committee was assured by both 
the Atomic Energy Commission and the Maritime Administration 
that this program could also be carried forward without substantial 
interference with either the naval reactor program or the large ship 
reactor program of the Atomic Energy Commission. 

The bill as outlined by the Bureau of the Budget and here reported 
had two other changes which caused some members of the committee 
to oppose a favorable report upon it. The suggested section 2 here 
reported makes the Atomic Energy Commission solely responsible 
for the development of the long-range program and provides only 
for the assistance of the Maritime Administration. 

S. 2523, as originally introduced, would have put prime responsi- 
bility upon the Maritime Commission to build the nuclear powered 
prototype merchant ship, would have allowed it to obtain licenses from 
the Atomic Energy Commission for the development of the nuclear 
powered powerplant, and would have permitted the Maritime Com- 
mission to cooperate with other agencies. The section as proposed 
by the Bureau of the Budget, by placing sole responsibility in the 
Atomic Energy Commission, completely reverses the suggested pro- 
cedure. 

Further, the original version of S. 2522 and S. 2523 contemplated 
that the “construction of the atomic energy propulsion facility and 
auxiliary equipment for such vessel and installation therein, shall be 
so conducted as not to impair substantially the prosecution of other 
atomic energy research and deve 'lopme nt or construction projects of 
the Atomic Ener: ev Commission. 

'The bill as now reported places that language in section 3 but puts 
before it the qualifying phrase “ 
Atomic Energy Commission.” In other words, if the Commission so 
determines, the construc ‘tion of either the peace ship or A long-range 
atomic-powered merchant ship may be allowed to impair the — - 
tion of other atomic energy research and development or construction 
projects of the Atomic Energy Commission. 

There are no changes in existing law. 


O 


excepi as otherwise determined by the 


n eti 


TT 











Calendar No. 1286 


84TH CONGRESS SENATE ВЕ PORT 
Ist Session. No. 1 270 


PROVIDING FOR THE RECONVEYANCE OF LANDS IN 
CERTAIN RESERVOIR PROJECTS IN TEXAS TO FORMER 
OWNERS OF SUCH LANDS 


Jury 30, 1955 Ordered to be printed 


Mr. Cuavez, from the Committee on Public Works, submitted the 
following 


REPORT 
[To aecompany H. R. 7195] 


The Committee on Publice Works. to whom was ref — the bill 


(H. R. 7195) to provide for adjustments in the lands or interests there- 
in acquired. for reservoir projects in Texas, by the reconveyance of 
certain lands or interests therein to the former owners thereof, having 
considered the same, report favorably thereon without amendment and 
recommend that the bill do pass. 


OSE OF THE BILL 


The purpose of the bill is to authorize the Secretary of the Army 
to reconvey certain lands acquired for ше Belton Reservoir, Ben- 
brook Dam and Reservoir, Garza-Little Elm Dam and Reservoir, 
Grapevine Dam and Reservoir, and W hitne y Reservoir, all in the State 
of Texas, to the former owners thereof, subje ct to exceptions, restric- 
tions, and reservations necessa ry in the public interest. 


GENERAL STATEMENT 


The Belton Reservoir, Tex., located on Leon River, a tributary of 
the Brazos River, was authorized by the Flood Control Act of 1946. 
The Benbrook Dam and Reservoir, located on the Clear Fork of the 
Trinity River; Garza-Little Elm Dam and Reservoir, located on the 
Elm Fork of the Trinity River; and the Grapevine Dam and Reser- 
voir, also located on the Elm Fork of the Trinity River, Tex., were au- 
thorized by the River and Harbor Act approved March 2, 1945. 

The Department of the Army has acquired and is acquiring approxi- 
mately 172,000 acres of land in the aggregate for the 5 authorized 
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reservoir projects in Texas identified in section 2 of the bill. The 
acquisition of more than 68,000 acres through purchase transactions 
has been completed, and, in addition, title to approximately 78,000 
acres has been vested in the United States through condemnation 
proceedings, some of which have not progressed to the determination of 
just compensation and the entry of final judgment. 

In order to restrict the landownership requirements of reservoir 
projects to the minimum area essential to their development, opera- 
tion, and maintenance, the Department of the Army, in October 1953, 
revised its land acquisition policy so as to place greater emphasis on 
the acquisition of flowage easements instead of fee tithe wherever 
feasible. This policy is being applied in the completion of the land 
acquisition requirements for the 5 reservoir projects in Texas. In 
addition, action is being taken, in appropriate cases, to amend pending 
condemnation proceedings as authorized ^S the act of Congress ap- 
proved October 21, 1942 (56 Stat. 797), to provide for the taking of 
such lesser interest in lands as will conform these acquisitions to the 
revised poliev. On the other hand, the Secretary of the Army does 
not have authority to adjust in a similar manner the acreage or title 
interest in lands acquired either through purchase transactions or 
condemnation proceedings in which final judgment has been entered. 

Enaetment of H. R. 7195 would provide the Secretary of the Army 
with authority to make adjustments, through reconveyance to former 
owners of lands or interests therein, which the current development 
status of the projects indicates may be feasible. The proper exercise 
of this authority will serve to bring about the desired adjustments in 
a manner fair and reasonable, both to the owners of the lands being 
acquired through condemnation proceedings and to owners of lands 
heretofore acquired through purchase transactions or condemnation 
proceedings, and at the same time, preserve the objectives of the 
Federal Property and Administrative Services Act of 1949, as amended 

It is the intent of the committee in acting favorably on this bill 
that the Secretary of the Army shall reconvey all such lands not 
actually needed for publie purposes. In this, the committee recog- 
nizes the validity of public recreational purposes but believes lands 
should be held by the Army for this purpose only when actually 
developed and used in such manner and only to the extent necessary 
to provide recreational access sufficient to accommodate actual public 
need and demand. it is further the intent of the committee that the 
rights of intervening property owners be recognized when, in the 
opinion of the Secretary of the Army, these rights are equitably 
superior. Specifically, it is the feeling of the committee that when a 
person or a group of persons may have a prior title to a small portion 
of land adjacent to a Government reservation, those lands lying 
between their properties and the reservation line may be offered for 
sale to such parties at the discretion of the Secretary of the Army. 

The Department of the Army is not opposed to the enactment of 
H. R. 7195. The bill provides for the termination of the act 3 years 
after the date of its enactment. 
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TRIP LEASING 


JuLy 30, 1955.—Ordered to be printed 
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Smaruers, from the Committee on Interstate and Foreign 
Commerce, submitted the following 


REPORT 


[To accompany S SYS] 


The Committee on Interstate and Foreign Commerce, to whom was 
referred the bill (Š. 898) to amend the Interstate Commerce Act. 
with respect to the authority of the Interstate Commerce Commission 
to regulate the use by motor carriers (under leases, contracts, or other 
arrangements) of motor vehicles not owned by them, in the furnishing 
of transportation of property, having considered the same, report 
favorably thereon with amendments and recommend that the bill, 
amended, do pass. 

GENERAL STATEMENT 


This legislation, commonly referred to as the “trip leasing" bill, 
would amend the Interstate Commerce Act so as to implement the 
agricultural exemption provided for in section 205 (b) (6) of the act 
and, at the same time, protect the statutory power of the Interstate 
Commerce Commission to properly габа e motor carriers, 

Public hearings were held on this b I June 90, 91, 99. and 93, 1955. 

Trip leasing is the hire or lease of a motor vehicle, with driver, for 
a single one-way or round TE It is a practice that has grown 
tremendously in ~ last few vears and with its growth have come 
abuses. In many instances, cada: to publie testimony, the trip 
lease has become a id to evade the regulations of the Interstate 
Commerce Commission, which are designed not only to promote a 
strong and efficient industry, but also to provide for the safety of 
those engaged in the industry as well as of all persons using the 
public- highw: ay system of the Nation. 


BACKCROUND INFORMATION 


The two principal classes of motor carriers regulated under part IT 
of the Interstate Commerce Act are common carriers, which operate 
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under certificates of public convenience and necessity, and contract 
carriers, which operate under permits, the difference being that the 
contract carrier engages in transportation of persons or property 
under individual contracts or agreements as against the common 
carrier which holds itself out to the general public to engage in such 
transportation. For the purposes of this report, both of these carriers 
will be referred to as “authorized motor carriers.” 

It should be understood that the practice of leasing is neither 
unlawful nor bad of itself. It was encouraged during World War II 
by our Government as a means of utilizing to the utmost our trucking 
industry and highway system as a means of furthering the war effort. 
Today, many authorized motor carriers augment their equipment by 
leasing. However, in what might be called the legitimate leasing 
business, no attempt is made to evade safety and other regulations. 
Equipment is inspected, hours of work are within the periods required 
by regulation, medical examinations of drivers are required, logs are 
kept, ete. 

On the other hand, we have in this field of motor transportation 
what has become known as the “gypsies.” For example, a person 
obtains a certificate from the Interstate Commerce Commission. He 
then is an authorized motor carrier, although he may own no trucks. 
When he obtains a load to move, he calls a truck stop or diner where 
itinerant truckowners and drivers otherwise commonly referred to as 
gypsies, congregate, and strikes a deal for a percentage of the revenue. 
Thus, a “gypsy” has been hired and his truck has been trip leased. 

The carrier, in such an arrangement, sees neither the truck nor its 
driver; he does not know the condition of the equipment, if the driver 
has had a medical examination, if the driver is rested, or if he has just 
tinished driving many more hours than is allowed under regulation. 

This type of operation, among other things, lends itself to rate 
cutting with all its attendant evils, and it places unsafe equipment on 
the highways, often driven by exhausted and, therefore, dangerous 
drivers. It, of course, place s the authorized carrier who obeys the 
laws and regulations at a serious competitive disadvantage. 

The Interstate Commerce Commission, after many years of study, 
proposed a new regulation which would have, among other things, 
required that a lease of a motor vehicle must be fora pel iod of 50 days 
or longer. It was thought that this regulation would bring trip 
leasing under control since a carrier would take care to see that equip- 
ment leased for long periods would meet the required tests. If the 
effectiveness of the proposed rule may be judged by the uproar that 
followed its publication, then indeed it must be presumed the Com- 
mission had found a good answer to the problem. 

However, another and serious problem was immediately presented. 
Under the Interstate Commerce Act, certain carriers are partially 
exempt from regulation, such as private carriers, and carriers of 
agricultural products, including livestock and fish. We are concerned 
here with these exempt carriers. 

Under existing law (49 U. S. C. 503 (b) (4a) (5) (6)) motor vehicles 
controlled and operated by any farmer when used in the transportation 
of his agricultural commodities and products thereof, or in the trans- 
portation of supplies to his farm: or motor vehicles controlled and 
operated by a cooperative association as defined in the Agricultural 
Marketing Act, approved June 15, 1929, as amended: or by a federa- 
tion of such cooperative associations, if such federation possesses no 
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greater powers or purposes than cooperative associations so defined ; 
or motor vehicles used in carrying property consisting of ordinary 
livestock, fish (including shellfish), or agricultural commodities (not 
including manufactured products thereof), if such motor vehicles are 
not used in carrying any other property, or passengers, for compensa- 
tion, are all exempt from regulation, except as to safety requirements. 

The principal purpose of such exemption is to provide a highly 
flexible motor-transportation service for the rapid and efficient dis- 
tribution of exempt products to the markets of the Nation. It has 
become the practice of these exempt carriers, for example, to carry 
citrus fruit from Florida to New York. Then, rather than deadhead 
home, trip lease to an authorized motor carrier. 

This practice accomplishes two important things: It holds down 
the cost of transporting agricultural products, and it tends to increase 
the efficient use of equipment and highways. 

Testimony indicated that the original order of the Interstate Com- 
merce Commission would, in effect, have outlawed this trip lease 
home. A limitation of a lease to 30 days or more would undoubtedly 
bar from such a practice the agricultural (exempt) carrier. He is 
interested in returning, as rapidly as possible, to his home area in 
order to move additional farm products to the market place. He 
cannot have his truck leased for 30 days or longer. If it was leased 
for such a period, then it becomes unavailable for the carriage of 
agricultural products, and the producers of such products would 
thereby lose that flexible transportation system so carefully provided 
for by the Congress and which must be preserved. 

This is the problem the bill (S. 898) is designed to cure, 


ACTION OF THE INTERSTATE COMMERCE COMMISSION 


A brief summary of the actions of the Interstate Commerce Com- 
mission following the publication of the original order on May 8, 
1951, and of the events brought about by such publication, emphasizes 
that the Commission was amending its order as the congressional 
inquiry developed more information. 

A second order, published 10 days later on May 18, 1951, fixed 
September 1, 1953, as the effective date of the new regulations. The 
publication of the order was followed by the introduction of legislation 
(Н. R. 3203: S. 925: 83d Cong.) designed, among other things, to 
deprive the Commission of authority to regulate the duration of any 
lease. 

The House of Representatives, on June 24, 1953, overwhelmingly 
— H. R. 3203. Between the time this bill was considered by the 

Iouse Interstate and Foreign Commerce Committee and the time it 
was passed by the House, the Commission, on May 18, 1953, again 
amended its order to allow trip leasing by agricultural truckers, but 
only for a return trip to a point from which the original exempt car- 
riage had started. Such a trip lease, moreover, was only allowed if 
the truck was owned or operated by a farmer or a farm cooperative 
association. 

On August 14, 1952, in response to a resolution of the Senate Cor:- 
mittee on Agriculture and Forestry, to which four members of this 
committee joined, the Commission, by order, postponed the effective 
date of the rule to March 1, 1954. 
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On November 30, 1953, during the period this committee was 
considering the legislation passed by the House, the Commission again 
amended and extended the exemption provision of the rule to read 
as follows: 

(i) That equipment specified in section 203 (b) (4a), (5), and (6) of the act 
(49 U. S. €. 303 (b) (4a), (5), and (6)), may be utilized by authorized carriers 
under contracts, leases, or other arrangements applying for any period, upon 
completion of a movement in which such equipment is exempt from regulation by 
the Commission except as to qualifications and maximum hours of service of 
employees and safety of operations and standards of equipment, and is next 
being utilized by the authorized carrier in a loaded movement in any direction or 
in one of a series of loaded movements over reasonably direct routes in the 
direction of the general area in which the exempt movement originated, or in the 
direction of the area in which the equipment is based; provided the authorized 
carrier receives, prior to the execution of the lease, a statement signed by the 
owner of the equipment, or someone duly authorized to sign for the owner, author- 
izing the driver to lease the equipment for the return movement or movements, 
and a statement signed by the driver specifying the origin, destination, and the 
time of the beginning and ending of the last exempt movement. 

This order also further postponed the effective date of the rule to 
March 1, 1955. 

Still later the Commission again postponed the effective (ate of the 
order to March 1, 1956, in order that the Congress should have time 
to consider what action if any, should be taken. 


THE EFFECT OF THE COMMISSION’S REGULATION 


Under the regulation which will become effective March 1, 1956, 
a truck owned by a farmer, a farm cooperative association, or a carrier 
presently exempt because it transports agricultural products, live- 
stock, or fish, could be trip leased, once in any direction, and then by 
one or a series of leases tr ip leased back to its home base. Such leasing, 
however, could only be done immediately following the transportation 
of exempt products. Private carriers would be barred from trip 
leasing even to their home base. 


OBJECTIONS TO THE INTERSTATE COMMERCE COMMISSION REGULATION 


Some authorized motorcarriers, together with the teamsters union, 
object to any exemption. It appears, from testimony presented, that, 
while they do not actually object to carriers of agriculture products 
being exempt while carrying such products, they feel such carriers 
should not be allowed to trip lease home. 

There is evidence in the record that such a requirement would 
seriously reduce the number of trucks available to the farming com- 
munity during the harvest period when the demand is greatest. In 
addition, if these trucks could not tr ip lease home, then the cost of the 
empty return trip would be added to the overall cost of carrying 
exempt products, thereby increasing the price of agricultural com- 
modities to the consuming public, and decreasing the farmer's income. 

One of the objections of the exempt carr iers to the proposed regula- 
tion is a fear that the Interstate Commerce Commission will stiffen 
its order to their detriment as soon as the Congress adjourns. This 
fear appears to be justified. While it should be noted for the record 
that Commissioner Cross testified that the Commission intends the 
regulation in question to be permanent, still the Commission’s past 
actions with respect to this problem of changing the order only when 
v action appeared imminent, supports the exempt carriers' 

ear. 
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TRIP LEASING 


OBJECTIONS TO 8. 8 


The primary objection made to the bill in its original form was that 
it would take from the Interstate Commerce Commission the power 
to regulate trip leasing by denying the right to regulate the duration 
of the lease, or the amount of compensation to be paid under its terms. 

Such an amendment, it is said, would severely handicap the Com- 
mission in its attempt to control the so-called gypsy operator, the 
real evil in trip leasing. 


CONCLUSIONS 


The committee believes that the solution to the problem is to enact 
into Jaw that part of the Interstate Commerce Commission’s regula- 
tion, as modified in the amended bill, which deals with trip leasing by 
exempt carriers. 

By so doing the Congress will allay the fears of exempt carriers, 
protect their legitimate operations while at the same time leave the 
Commission free to regulate the carriage of goods on the public 
highways, a duty imposed upon it by law. 

Accordingly the committee has amended the original bill to accom- 
plish the 1 following: 

(1) Farmer and cooperative association-owned vehicles may be 
trip leased home after completing a carriage of farm products, live- 
stock, or fish. 

This would restrict the leasing of these vehicles more than the 
Commission’s regulation, since it would not provide the “loaded 
movement in any direction" prior to the trip nome that would be 
allowed by the regulation; The committee believes these trucks 
should be returned to their base as rapidly as possible, and not be 
allowed to roam the country. 

(2) Private carriers may only trip lease home. Under existing 
law, private carriers are subject only to the Commission's safety 
regulations. Some of these carriers, while not exempt as agricultur: al 
carriers, move the products manufac E from farm products to the 
markets, and are an essential part of the flexible farm transportation 
system this legisl: ition is designed to protect. 

The Commission’s regulation would bar private carriers from trip 
leasing. It is believed that a complete bar as proposi ed in the regula- 
tion is too drastic, and that the privilege of only trip leasing to home 
base is restrictive enough to prevent such earriers from becoming 
“gypsies.” One of the reasons carriage of goods and passengers on 
our highways is regulated, is the promotion of the efficient use of both 
vehicles and our highway system. The amended bill would allow 
private carriers to put their equipment to use on a return trip. The 
bill, at the same time, would bar the exempt carriers from using their 
exemption as an excuse to engage in a field of transportation reserved 
to the ea | motor carrier. 

(5) Other carriers of agricultural procucts, livestock, or fish, may, 
after such movement, trip lease once in any direction and then by 
one or a series of leases, trip lease back to their base of operation. 
The one trip in any direction is not a requirement and the carrier may 
proceed back to his base by one or a series of tr ip leases. 

This provision is identical with the Commission’s regulations. It 
would allow flexibility of movement to the operators of motor trans- 
port who supply the extra equipment needed during a harvest. 
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6 TRIP LEASING 


(4) Provide that the authority of the Interstate Commerce Com- 
mission to properly regulate motor carriers be maintained. 

The bill T enact into law powers that are intended to strengthen 
the authority of the Interstate Commerce Commission in dealing with 
safety in motor transportation. While it is true that the courts have 
held that some of this authority already rests with the Commission, 
still it is believed advisable to make them law by enactment rather 
than by court decision. 


CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as re- 
ported, are shown as follows (new matter is printed in italics, exist- 
ing law in which no change is proposed is shown in roman): 


INTERSTATE COMMERCE AcT, AS AMENDED 
GENERAL DUTIES AND POWERS OF THE COMMISSION 


Sec. 304. (August 9, 1935, amended June 29, 1938, September 18, 1940, March 
27, 1942.) (49 U.S. C. 8 304.) (a) It shall be the duty of the Commission— 

(1) To rezulate common earriers by motor vehicle as provided in this part, 
and to that end the Commission may establish reasonable requirements with 
respect to continuous and adequate service, transportation of baggage and 
express, uniform systems of accounts, records, and reports, preservation of 
records, qualifications and maximum hours of service of employees, and 
safety of operation and equipment. 

+ + * = " * + 

*(e) Subject to the provisions of subsection (f) hereof, the Commission is au- 
thorized to prescribe, with respect to the use by motor carriers (under leases, 
contracts, or other arrangements) of motor vehicles not owned by them, in the 
furnishing of transportation of property 

“(1) regulations requiring that any such lease, contract, or other arrange- 
ment shall be in writing and be signed by the parties hereto, shall specify the 
period during which it is to be in effect, and shall specify the compensation 
to be paid by the motor carrier, and requiring that during the entire period 
of any such lease, contract, or other arrangement a copy thereof shall be 
carried in each motor vehicle covered thereby; and 

"(2) such other regulations as mag be reasonably necessary in order to 
assure that while motor vehicles are being so used the motor carriers will 
have full direction and control of such vehicies and will be fully responsible 
for the operation thereof in accordance with applicable law and regulations, 
as if they were the owners of such vehicies, including the requirements pre- 
scribed by or under the prorisions of this part with respect to safety of 
operation and equipment and inspection thereof, which requirements may 
include but shall not be limited to promulgation of regulations requiring 
liability and cargo insurance covering all such. equipment. 

*(f) Nothing in this part shall be construed to authorize the Commission to 
regulate the duration of any such lease, contract, or other arrangement for the 
use of any motor vehicle, with driver, or the amount of compensation to be 
paid jor such use— 

“(1) where the motor vehicle so to be used is that of a farmer or of a 
cooperative association or ua federation of cooperative associations, as speci- 
fied in section 203 (b) (4a) or (5), or is that of a private carrier of prop- 
erty by motor vehicle as defined in section 203 (a) (17), and such motor 
vehicle is to be used by the motor carrier in a single movement or in one 
or more of a series of movements, loaded or empty, in the general direction 
of the general area in which such motor vehicle is based ; or 

" 2) where the motor vehicle so to be used is one which has completed a 
movement covered by section 2038 (b) (6) and such motor vehicle is next to 
be used by the motor carrier in a loaded movement in any direction, and/or 
in one or more of a serics of movements, loaded or empty, in the general di- 
rection of the general area in which such motor vehicle is based.” 


O 
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18$ Session 


MAINTENANCE OF THE MOBILIZATION BASE 


Jurv 30, 1955.—Ordered to be printed 


MIr. SPARKMAN, from the Select Committee or Small Business, sub- 
mitted the following 


REPORT 


[NTRODUCTION 


The Department of Defense on December 7, 1954, issued directive 
3005.3 entitled “Maintenance of the Mobilization Base.” This 
directive implemented an order of the Office of Defense Mobilization 
which was released on August 25, 1954. It was obvious that these 
two policy statements dealing with the maintenance of this country’s 
mobilization base were closely tied to current procurement policies 
and regulations. Because of this, your committee was concerned 
about the possible impact the new directives would have on the phase 
of procurement policy which is designed to encompass small business 
participation in Government procurement. 

[t was the opinion of Senator Edward J. Thye, who was then 
chairman of the committee, that the Department of Defense directive 
was open to different interpretations as to what effect, if any, the 
directive would have on contracts awarded to small business under 
current procurement procedures. 

From December 9, 1954, through January 28, 1955, vour committee 
was In correspondence with the Department of Defense in an attempt 
to get an immediate clarification. Among other things vour com- 
mittee wanted to find out were to what extent price differentials 
would be allowed under the new policy, whether there was a preferred 
list of suppliers involved, what items were contained on the prefer- 
ential planning list, whether the Small Business. Administration 
had been consulted in the drafting of the directive, and what part 
small business would play in the implementation of the directive. 

These and other questions were not answered to the complete 
satisfaction of the committee, and it was determined that in order to 
get an accurate appraisal of the program, it would be helpful to hold 
public hearings. On July 20, 1955, witnesses from the Office of 
Defense Mobilization, the Department of Defense, and the Amay, 


1 








x 
| 
| 
i 
5 
: 
| 
; 





2 MAINTENANCE OF THE MOBILIZATION BASE 


Navy, and Air Force came before your committee to discuss both 
the ODM order and the Department of Defense directive. Based 
upon the initial correspondence, subsequent investigation, and 
information gathered at the hearing, your committee is able to issue 
this analysis of the policies under consideration. 


OFFICE OF DEFENSE MOBILIZATION 


Dr. Arthur Flemming, Director, Office of Defense Mobilization, 
presented testimony concerning the order issued from his office on 
August 25, 1954. Dr. Flemming summarized the intent of the ODM 
order when he said: 


This order we issued on August 25, 1954, to give guidance to the Department 
of Defense the Atomic Energy Commission, and the Maritime Administration 
of the Department of Commerce as to the methods of keeping facilities, machine 
tools, production equipment, and to the extent possible, a nucleus of skilled 
— in a state of readiness which will meet our minimum wartime mobilization 
needs. 


To carry out this statement of intent, the ODM order was issued, 
and the committee feels that the order should be reprinted at this 
point in the report. 





EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
August 25, 1954. 


DEFENSE MOBILIZATION ORDER VII-7 


Subject: Maintenance of the Mobilization Base (Department of Defense, Atomic 
Energy Commission and the Maritime Administration). 


1. It is essential to the national defense that the facilities, machine tools, produc- 
tion equipment, and skilled workers required to meet minimum wartime mobiliza- 
tion needs for the Department of Defense, Atomic Energy Commission, and the 
Maritime Administration be maintained in the manner which will permit their 
prompt use or conversion in time of emergency. 

2. Selection of the Mobilization Base.—A. The Department of Defense shall 
select, for its mobilization base, those facilities which produce or are capable of 
producing critically important military items or components (military class A 
components used entirely in the production, maintenance, or repair of military 
items) which meet one or more of the following criteria: 

1. Items requiring a long lead-time or long manufacturing evcle; 
2. Items currently not in production or which are required in quantities 
far in excess of peacetime production; 
3. Items requiring the conversion of an industry or a number of plants 
within an industry; 
4. Items requiring materials or manufacturing processes essentially dif- 
ferent from those in current use; 
5. Items for which industry does not have production experience. 
The Department of Defense shall do its initial planning for those items found in 
the “Department of Defense Preferential Planning List.”’ 

B. The Atomic Energy Commission and the Maritime Administration in coop- 
eration with the Office of Defense Mobilization shall determine the items and 
facilities which meet the above criteria for their respective maintenance bas: 
programs. 

3. Maintaining the Molilization Base.—A. Facilities selected as a part of the 
mobilization base shall be maintained to the fullest extent possible. 

1. Procurement agencies shall integrate current procurement with their 
industrial mobilization plans to the greatest possible extent with the objective 
of supporting the mobilization base within authorities and funds available. 
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2. Data assembled on essential mobilization suppliers bv the industrial 
mobilization planning of these agencies shall be used in planning current 
procurement. The poliev of using contractors and facilities essential to the 
mobilization base is considered to be in the best interest of the Government. 
Suppliers that are deemed to be a part of the mobilization base normally will 
be invited to participate in appropriate eurrent proeurement. "The general 
policy in cases where suppliers who are part of the mobilization base are unable 
to compete successfully on a bid basis shall be to re-examine the mobilization 
base to determine if the capacity of the base can be maintained without 
inclusion of high cost producers. 

3. Upon the expiration of current procurement contracts in (a) facility, 
the procuring agency shall take the following actions: 

(a) Government-owned Facilities and Too!s.—Within the limitations that 
may be imposed by Congressional appropriations, the sponsoring department 
or agency shall place Government-owned facilities and tools in standby 
status and establish provisions for their adequate maintenance. 

(b) Private ly-owned Facilities and Government-owned Tools. (1) Arrange 
with management of privately owned facilities, wherever possible to place 
Government-owned tools and production equipment in the status provided 
by DMO VII+4, taking into account the desirability of safe location. 

(2) Arrange with management, wherever possible, to keep a group of key 
managers, engineers, and skilled workers familiar with the items planned for 
mobilization riri am 

(3) Determine the gaps which exist in Government- owned p: ick ages of 
tools and produc ds equipment needed to produce mobilization re 
in privately owned plants. Within the lim funds availability, 
pr سس‎ of such tools and equipment 10 loritv bei: £e given 

lead-time tools and equipment or those n used in general manufac 
These tools and ecuipm« У | | i ! 
pros ided bv DMO V Ir 

(4) Determi: e wł 
come obsolete, or Ww hi » 
for their disposal 

tablishment o 
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essential to the mobilization bas 

4. Obtain from the agencies named in this order an annual report on 
maintenance programs of their agencies. 

B. The Board may at any time request the Director of the Office of Defense 
Mobilization to ask the heads of other departments and agencies to designate 
representatives to meet with the Board on specifie problems 

5. This order shall take effect on August 25, 1954, and shall supersede Defense 
Mobilization Order I-5 (former DMO 24, 18 F. R. 386) and Defense Mobilization 
Order I-5, Amendment 1 (18 F. R. 8871). 

OFFICE or DEFENSE MOBILIZATION. 
ARTHUR S. FLEMMING, Director. 
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4 MAINTENANCE OF THE MOBILIZATION BASE 


VII-Prod-DMO-7 
Amendment 1 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MORILIZATION, 
November 12, 1954. 


DEFENSE MOBILIZATION ORDER VII-7 
Amendment 1 


Subject: Maintenance of the Mobilization Base (Department of Defense, Atomic 
Energy Commission and the Maritime Administration. 

1. Pursuant to the Defense Production Act of 1950, as amended, Reorganization 
Plan No. 3 of 1950, and Executive Order 10480, as amended, the first part of 
section 4A of DMO VII-7, of August 25, 1954 (19 F. R. 5395), is amended to 
read as follows: 

4A. To provide the necessary coordination and review of the execution of this 
program, there is hereby established a Defense Facilities Maintenance Board 
This Board, under the chairmanship of the Office of Defense Mobilization, shall 
be composed of representatives of the Department of Defense and each of the three 
Services, the Department of Commerce, the Atomie Fnerey Comn n, and 
General Services Administration, and will perform the following functions: 

2. This amendment shall take effect on November 12, 1954. 

OFFICE OF DEFENSE MOBRILIZATION 
ARTHUR S. FLEMMING, Director. 














VII-Prod-DMO 
Amendment 2 
EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MORILIZATION, 
November 25, 1 


DEFENSE MOBILIZATION ORDER VI11-7 
Amendment 2 


Subject: Maintenance of the mobilization base 
Defense Mobilization Order VII-7 is herebv amended as follows: 
I. In subpa raph 3A2, delete the last sentence 
2. Dolete subparagraph 4A4 


З. Add a new paragraph 5 reading as follows 
‘The Departn ent of Defense, the Atomic Energy Commission and the Mari 
time Administration shall furnish the Director of the Oitice of Defense Mol 
tion with such periodic and special reports as he may require of their ai 
affecting the maintenance of the mobilization base." 
1. Renumber old paragraph 5 to read “6 
This amendment shall take effect immediately. 
OFFICE OF DEFENSE MOBILIZAT 
ARTHUR S. FLEMMING, Director 


Dr. Flemming’s testimony revealed that almost immediately, the 
question of allowing price differentials was raised. This came up in 
reference to paragraph CE UN here the last sentence did not clearly 
spell out the policy. As a result, an amendment was issued on Nov- 
ember 23, 1954, which deleted the sentence in question. Along with 
the amendment, ODM released a public statement, which said that 
the effect of the deletion would be to— 
make clear that there may be a deviation from the poliev of awarding current 
procurement to the low bidder whenever this is the most feasi! le means of main- 
taining a sound mobilization base. 


Dr. Flemming stated that he felt there was nothing in the order 
which was inconsistent with the intent of Congress that small business 
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shall receive a proportionate and just share of defense contracts. He 
also was of the opinion that the authority to allow price differentials 
could redound to the benefit of small firms. It was reassuring to 
hear Dr. Flemming state that, in his opinion, small-business firms 
should be a vital and important part of our mobilization base. 

In response to committee questioning, he stated that our minimum 
wartime mobilization needs will change and vary as the degree of 
emergency varies. He also indicated that the order spelled out our 
minimum needs and that it was not anticipated that a general, wide- 
spread use would be made of the new policy in current procurement. 

Because there has been some question whether the emphasis was 

to be placed upon preferential items or preferential suppliers, the 
committee attempted to receive clarification from Dr. Flemming. He 
said that the ODM order was concerned with items. At the same 
time, he admitted that it would be difficult to divorce suppliers from 
items and that as a result, both would be involved in the implemen- 
tation of the order 

The ODM order and a subsequent amendment established a Defense 
Facilities Maintenance Board. This Board is charged with the 
responsibility of on eee coordination and review of 
the execution of the program. The committee pointed out to Dr. 
Flemming that dins ves ze d uM PE 
Board and asked if it would not be advisable to appoint an official 
representative of the Small Business Administration to the Board. 
This would assure small business firms that there would be an official 
representative of small business on the Board. Dr. Flemming agreed 
with this suggestion and stated that he would make such an appoint- 
ment immediately. 

DEPARTMENT OF DEFENS! 


A. BACKGROUND INFORMATION 


"9 


Department of Defense Directive 3005.3 was issued on December 
1954. 


DiRECTIv 


Subject: Maintenance of the mobilizatior e. 
Reference: Office of Defens » bıl 101 rder DMO VII 


The purpose of this directive i 
ment policy with industrial mobili: 
mobilization base 

II. POLICY 

The referenced doci nt prescribes the Government policy for maintaining 
the mobilization b: "M ith respeet to eurrent proeurement particular attention 
is invited to ih 3A which provides in part 

‘1. Procurement agencies shall integrate current procurement with their indus- 
trial mobilization plans to the greatest possible extent with the objective of sup- 
porting the mobilization base within authorities and funds available. 

*2. Data assembled on essential mobilization suppliers by the industrial mobili- 
zation planning of these agencies shall be used in planning current procurement. 
The policy of using contractors and facilities essential to the mobilization base is 
considered to be in the best interests of the Government. Suppliers that are 
deemed to be part of the mobilization base normally will be invited to participate 
in appropriate current procurement.” 
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HI. ACTION 


In furtherance of this policy and to integrate current procurement with military 
mobilization plans, the military departments are requested to review proposed 
procurement of items contained in the Department of Defense preferential plan- 
ning list. Responsibility for such review should be maintained at the level of the 
procurement Secretaries or their authorized designees. Such review should take 
into consideration the following: 

(a) Maintaining multiple sources of supply; 

(b) Geographic dispersal; 

(c) Avoidance of undue concentration of contracts in a few leading sup- 
pliers; 

(d) Multiple awards; 

(e) Preservation of essential skilled-labor forces: 

(f) Utilization of existing open industrial capacity: 

(g) Preservation of essential management organization and know-how; 

(А) Maximum subcontracting; and 

(1) Any other factors relevant to maintaining a sound mobilization base. 

In carrying out this program it is expected that the authority contained in 
sections 2 (c) 1 and 16 of the Armed Services Procurement Act will be utilized. 
In this connection comparative price experience shall be utilized to negotiate the 
best possible price for the Government. 


IV. IMPLEMENTATION 


Each military department will proceed with the revision of regulations, pro- 
cedures, and instruetions as necessary to implement the provisions hereof and will 
submit such revised regulations, procedures, and instructions in duplicate to the 
Assistant Secretary of Defense (Supply and Logistics) within 30 days after the 
date of this directive. 

V. REPORTS 

Each military department will report actions taken pursuant to this directive 

to the Assistant Secretary of Defense (Supply and Logistics). Such reports shall 


be submitted at least every 90 days. 


VI. EFFECTIVE DATE 
This directive shall become effective immediately. 
С. Е. Уиллом, Secretary of Defer 
On December 9, Senator Thye, as chairman of the committee, sent a 
telegram to Secretary of Defense Charles E. Wilson. In this telegram, 
Mr. Wilson was asked for clarification with regard to the following: 
1. Did the directive contemplate a list of preferred suppliers? 
2. Who was to determine the so-called essential mobilization 
suppliers? 
3. Was the Small Business Administration consulted in the 
planning and drafting of the directive? 
4. What percentage of defense contracts will be affected? 
5. How will the new directive affect the already existing pro- 
grams designed to assist small firms? 
In reply to Senator Thye, Assistant Secretary of Defense Thomas P. 
Pike wrote on January 8, 1955. In general, the text of his letter gave 
the following answers: 


1. The directive did not contemplate a preferred list of sup- 
pliers but pertained to a relatively small number of critical items. 

2. Companies chosen to produce the items would be those firms, 
large or small, who had produced the items in the past or who 
were qualified to produce them under current procurement re- 
quirements. These companies also had to be considered as 
essential to the mobilization effort. 
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The Small Business Administration was not consulted 
because the nature of the items seemed to preclude competition 
from small firms. 

The policy would apply to 70 to 75 percent of defense dollar 
expenditures and to 5 to 10 percent of the procurement actions. 

The committee was assured that the new policy would not 
adversely affect those programs designed to assist small business. 


Feeling that Secretary Pike had not completely clarified the matter, 
Senator Thye addressed another letter to the Department of Defense 
on January 17, 1955, in which he probed further into the questions 
already discussed. He also asked whether or not this new directive 
would in any way affect subcontracting opportunities for small con- 
cerns. The Department of Defense was — to state whether 
there were items on the critical list which could be considered to be 
subassemblies and component parts of end items. 

The last letter in the chain of correspondence came from Mr. 
R. C. Lanphier, Deputy Assistant Secretary of Defense. This was 
dated January 28, 1955. In this letter, Mr. Lanphier attempted to 
elaborate on the content of prior correspondence. 

He admitted that the directive was susceptible of different interpre- 
tations. He again called attention to the fact that the directive 
applied only to a relatively few items contained in the Department 
of Defense preferential planning list. There were „less than 1,000 
items on the list, and vour committee was told : that the items 
were of such a complex and technical nature that small | 
not capable of producing them. 

Mr. Lanphier assured the committee that bot! 
firms would be utilized to produce the items contani 

In concluding his lett T, he pointed to othei dir 
been issued dealing with small business ici 
procurement. 

Having commenced an investigation 
of the new policy upon small business, 
publie hearings on the matter should 
had been in effect for a period of time. 

July 20 when the committee receives 
concerning the actual practical work 
policy. 
B. TESTIMONY PRESENTED AT THE HEARINGS 


Three main points stood out in the presentation of witnesses from 
the Department of Defense and the Army, Navy, and Air Force: 

The new directive and policy would not adversely affect 
the position of small firms in military buying. In fact, the 
committee was told repeatedly that small firms might be assisted 
by it. 

The best area of small business activity in current procure- 
ment was in the area of subcontracting and that this was also 
true of the mobilization procurement program. 

The 1: arge perce ntage of items on the preferential planning 
oe was of such a technical and complex nature that small business 
was not capable of producing them. 

In addition to these three main points, there was considerable dis- 
cussion of the use of price differentials under the terms of the directive, 
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the manner of reporting the results of the new policy, the effect upon 
the joint determination program, the effect upon the small-business 
programs of the Army, Navy, and Air Force, and the implementation 
of the directive on the purchasing level. 


Effect upon small business 


Mr. Pike assured the committee that the mobilization procurement 
program would not adversely affect small business. He said: 

I am satisfied that the Directive, and its Army, Navy, and Air Force imple- 
mentations, have not had and will not have any adverse effect on small business. 

This general proposition was backed up by similar statements from 
Deputy Assistant Secretary of the Army, Mr. Henry N. Marsh; 
Hon. R. H. Fogler, Chief of Naval Material; and Hon. Roger Lewis, 
Assistant Secretary of the Air Force. 

Mr. Pike also pointed out that small business firms are now produc- 
ing items on the preferential planning list and will continue to do so 
under the terms of the new directive. The committee did observe, 
however, that at this time, there was no accurate breakdown as to the 
ratio of participation between Jarge and small firms. Your committee 
was also told that certain considerations prescribed in the directive 
to expand the mobilization base of suppliers would in all probability 
have a beneficial effect upon small business participation. Here 
Mr. Pike was referring to such considerations as maintaining multiple 
sources of supply, geographic dispersal, avoidance of undue concentra- 
tion of contracts in a few leading suppliers, multiple awards, and 
maximum subcontracting. 

Your committee is encouraged by these observations from officials 
charged with the responsibility of Government purchasing. and 
mobilization. However, it must be recognized that any effect 
which small business will feel will come from the actual use of the 
directive on the contracting level. Your committee brought to the 
attention of the witnesses eases where contracting officials have 
already used directive 3005.3 as a justification for denying requests 
for 100 percent joint determinations and for denying requests for 
additional small-business suppliers in certain specific procurement 
actions. 

Mr. Pike and the other witnesses agreed that the directive was not 
to be used in this manner and that any such indiscriminate use 
would not be condoned. Your committee turned over to the wit- 
nesses the cases which have arisen, and the various military depart- 
ments concerned are proceeding to investigate them. 

Your committee strongly urges that every precaution be taken to 
make sure that any implementation shall adhere strictly to the scope 
of the directive and not extend into areas where it should not apply. 
Subcontracting 

Strong emphasis was placed on the subcontracting opportunities for 
small business. The new subcontracting directive, 4100.20, was 
used to illustrate that all of the military departments have launched 
а vigourous new subcontracting program in the interest of small 
business. The committee was told that this policy in behalf of small 
business would be applied to contracts awarded under directive 
3005.3 as well as all other contracts. 

Your committee is concerned, however, with a discrepancy which 
exists between the two directives. The new subcontracting program, 
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as stated in directive 4100.20, applies to those prime contractors 
having a contract in excess of $1 million. <A prime contractor holding 
a contract of such value or greater is urged to establish within his 
own plant a small business liaison executive. That executive is 
supposed to establish a subcontract program designed to bring as 
many subcontractors as possible into the production of the item 
under contract. 

Turning now to directive 3005.3, we find that this applies to con- 
tracts with a value of $10,000 or greater. 

Quite obviously, there are many contracts between $10,000 and 
$1 million to which the subcontracting directive does not apply and 
the mobilization base directive does apply. 

Your committee feels that immediate action must be taken to 
guarantee that the subcontracting program is applied to contracts 
awarded under the mobilization program which have a dollar value 
of less than $1 million. 

Your committee has been informed that this action will be taken 
by the Army, Navy, and Air Force. 

Another matter of concern to your committee is that approximately 
one-half of the items on the preferential planning list fall in the cate- 
gory of subassemblies, parts, or other items usually considered suscep- 
tible to award by subcontract. If these items are now to be awarded 
on the basis of prime contracts, the subcontracting opportunities of 
small business could suffer. For that reason, added emphasis must 
be given to apply the subcontracting policies to contracts awarded 
under directive 3005.3. 

Your committee was fearful that overemphasis on the subcontract- 
ing opportunities for small business might have the effect of reducing 
the efforts to award prime contracts to small firms. Mr. Pike and 
the other witnesses agreed that subcontracting had to be maintained 


in à proper perspective and that continuing efforts wil! be made to 


increase the number of prime contract dollars awarded to small 
business. 
Techn ical ai d con ple x nature 07 items 

Your committee has found that too often the possibilitv of small 
business participation in a procurement action is dismissed by the 
statement that the item in question is of such a complex and technical 
nature that small business cannot produce it. 

This statement can be found in all of the correspondence dealing 
with directive 3005.3. It is also to be found in any presentation of 
statistics relating to the awards of contracts to small business. 

It would be folly to say that small firms can produce certain items 
which the military purchase, and your committee has never stated 
that a single small firm can make every item the military requires. 
On the other hand, it would be more reassuring if procurement officials 
would make a genuine attempt to bring competent and efficient small 
firms into the production of certain complicated and technical items 
rather than dismissing small business on the ground of the complex 
nature of items involved. These officials might be surprised to learn 
how many of these items small firms could produce and at an advan- 
tageous price to the Government. 
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Price differentials 


It is an accepted fact that price differentials can be used in the 
award of contracts under directive 3005.3. This is a departure from 
the well-established policy of awarding contracts with only a few 
exceptions at the lowest possible price. This newly granted authority 
carries with it a responsibility to guarantee that high-cost producers 
are not allowed to participate heavily ir this program. 

In one way, it would seem that the very essence of a mobilization 
base maintenance policy designed to bring in more producers would 
work against the granting of price differentials. It is to be hoped that 
one result of the overall policy will be to reduce the number of cases 
where we have to allow such differentials. 

In discussing this phase of the new program, the committee was 
assured that proper safeguards existed to prevent an indiscriminate 
use of price differentials. One such safeguard would be the use of 
split awards where a high-cost producer essential to the mobilization 
base would be given only a minimum award sufficient to keep his plant 
in operation. The bulk of the award in such a case could go to the 
lowest responsive bidder. Methods of negotiation can also be used 
to pare down proposals and to keep prices in line when differentials 
are being considered. 


Re portin iq sys stem 


The Department of Defense has established a reporting system 
through instruction 3005.4, which is reproduced in full below: 


No. 3005.4. 
January 14, 1955. 


DEPARTMENT OF DEFENSE INSTRUCTION 


Subject: Report of purchase actions $10,000 or more for preferential planning list 
items, DD-S&L(Q)191. 
Reference: (a) Department of Defense Directive No. 3005.3, December 7, 1954 


I. PURPOSE 


The purpose of this Instruction is to provide specifications as to the content of 
the report to the Assistant Secretary of Defense (Supply and Logistics) required 
quarterly under section V of DOD Directive 3005.3, 


II, SCOPE OF REPORT 


This report will include: (a) the value of all new contracts for preferential 
planning list items of $10,000 or more; (b) a list of individual new producers for 
such items, and (c) for contracts involving price differential for the maintenance of 
the mobilization base (directive 3005.3), individual contract information ineclud- 
ing the considerations determining the award. 


HI. REPORTING INSTRUCTIONS 


A quarterly report will be submitted by each of the military departments in 
accordance with the following instructions: 

A. Report the number and total dollar value of all new contracts of $10,000 or 
more awarded during the quarter for any items on the Department of Defense 
preferential planning list (PPL items). Procurement actions which increase or 
decrease quantities of existing contracts or which cancel existing contracts for 
items on the preferential planning list will not be included. 

B. List of new contracts for preferential planning list items awarded to new 
producers, which did not involve price differentials. A new producer is a company 
which is not currently under contract to produce the particular preferential 
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planning list item for the reporting military department, whether or not the com- 
pany has previously had such a contract. Show for each contract the following: 

1. Name of company and location of plant where work is to be done. 

2. Item description. 

3. Dollar value of contract. 

C. List of new contracts for preferential planning list items awarded during 
the quarter which are deemed by the contracting officer to have involved a total 
contract price in excess of the lowest price available to the Government, in the 
quantity and on the desired delivery schedule, from another potential supplier, 
and which differential was for purposes of maintaining the mobilization base, as 
authorized by DOD Directive 3005.3. 

1. For each such contract, show the following: 

(a) Name of company and location of plant where work is to be done. 

(b) Item description. 

(c) Quantity. 

(d) Dollar value of procurement action. 

(e) Estimated contract price differential. 

(f) Citation of the mobilization base factor(s) that were controlling in the 
decision to award to the contractor (see below). These may be indicated by 
use of the letters “a” through ‘‘h”’ of section III of the directive 3005.3, or in the 
case of “i” by a brief remark or footnote. These mobilization base factors, quoted 
from the directive, are as follows: 

(a) Maintaining multiple sources of supply; 

(b) Geographie dispersal; 

(c) Avoidance of undue concentration of contracts in a few leading sup- 

pliers; 

(d) Multiple awards; 

(e) Preservation of essential skilled labor forces: 

(f) Utilization of existing open industrial capacity; 

(g) Preservation of essential manageinent organization and know-how; 

(h) Maximum subcontracting; and 

(t) Any other factors relevant to maintaining a sound mobilization base. 
2. Totals for the contracts reported under € 1 abo e: 

(a) Total number of contracts involving price differentials 

(b) Total dollar value of those contracts 

(c) Total estimated contract price differentials. 

3. A suggested report format for section II] C 1 and C 2 above, is attached, 


IV. RECORDS 


For each contract involving a price differential there should be maintained in 
the files of the contracting office, to be available on short notice. if required. a brief 
statement of the considerations which determined the making of the award 


V. SUBMISSION OF REPORTS 


Reports will be prepared for each calendar quarter; the initial report will cover 
the 2-month period ending Mareh 31, 1955. All reports will be submitted in 
triplicate, in time to reach the Assistant Secretary of Defense (Supply and Logis- 
tics) by the end of the month following the end of the calendar quarter reported on. 
Each report will bear an appropriate security classification. Report control 
symbol DD-S&L(Q)191 is assigned to the report required by this instruction. 

К. С. LANPHIER, JR., 
Deputy Assistant Secretary of Defense 
(Suppiy and. Logistics). 


Suggested Format for Classification Report Control Symbol... 
III.C. 1 and 2 Portione 
of Report 
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Report or PPL Item Conrracts or $10,000 on More INVOLVING PRICE 
DIFFERENTIAL FOR MAINTENANCE OF MOBILIZATION BASE 


Military Department 
Quarter Ending 


| , | Estimated 
Name of company and lanii alue Ol | contract | Mobilization 
plant location | L : рк ee | price dif- Ми factor(s 


action ferential 


Total number of 
| 


Classification 

i: ur | : 

l'he new directive has not been in operation long enough to allow 
for an analysis of its results. However, vour committee was informed 
that 185 awards have been made under the terms of directive 3005.3. 
T} ` $] , l 1 || асос "~ "Ро ` ` ` red 

ie report showed that in all cases, price differentials were allowed. 
Fifty-eight of the contracts were awarded to firms considered new to 
the production of the item involved. There was no tabulation on how 
many of the contracts went to small business. 


CONCLUSIONS AND RECOMMENDATIONS 
A. OFFICE OF DEFENSE MOBILIZATION 


Your committee is confident that the Office of Defense Mobiliza- 
tion is sensitive to the position of small business in the establishment of 
a sound mobilization base. 

Your committee recommends that the Administrator of the Small 
Business Administration be appointed officially to the Defense 
Facilities Maintenance Board. In this way, the SBA will be allowed 
to participate in future mobilization planning to the fullest possible 
extent. 

B. DEPARTMENT OF DEFENSE 


The reports presented to the committee by Secretary Pike and 
representatives of the Army, Navy, and Air Force made it clear that 
there was no intent that the maintenance of the mobilization. base 
program should have an adverse effect upon the already established 
small-business programs. This was most encouraging to your com- 
mittee. 

Your committee realizes, however, that a continuing and vigorous 
effort must be made to prevent any indiscriminate use of the new 
directive. This should be the responsibility of the Assistant Secretary 
of Defense for Supply and Logistics and the procurement Secretaries 
of the Army, Navy, and Air Force. 

Your committee recommends that immediate action be taken 
to apply the subcontracting program envisioned by directive 4100.20 
to those contracts awarded under terms of directive 3005.3. 

Your committee recommends that the Department of Defense 
devise an amendment to instruction 3005.4 which will show the 
percentage of awards to both large and small business firms. 

Your committee recommends that the use of price differentials be 
held to a minimum in making awards under directive 3005.3. 
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Your committee believes that the Small Business Administration 
should have been called in during the planning and drafting stages 
of the new directive and recommends that in the future that ageney 
should be consulted in matters pertaining to procurement under 
the mobilization base program. 

Your committee recommends that Secretary Pike immediately 
appoint a board composed of representatives of the procurement 
secretaries of the Army, Navy, and Air Force; the top small-business 
specialists of the three services; a representative of the Small Business 
Administration; and procurement technicians of the three military 
departments. It is recommended that this Board be assigned the 
task of carefully reviewing all items currently on the preferential! 
planning list to determine which items cannot be produced by small 
firms, which items definitely can be produced by small business, 
and which items are in the doubtful or questionable category. 

Such an analysis would eliminate a blanket dismissal of small 
business participation in contracts involving technical and compli- 
cated items, 
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Mr. Lona, from the Select Committee on Small Business, submitted 
the following 


REPORT 


Your committee was asked to survey the ship-repair policies of the 
Military Sea Transportation Service by representatives of small ship- 
yards located in various sections of the country. These small-business 
enterprises felt that MSTS was not taking sufficient precautions to 
guarantee that all segments of the ship-repair industry were being 
given an equitable opportunity to participate in this work. A most 
comprehensive statement and analysis of the position of these smaller 
shipyards was ably presented by Mr. R. H. Morvant, executive director 
of the Manufacturers and Repairers Association, New Orleans, La. 

The committee’s preliminary study indicated that these complaints 
were best typified by the contracts being let by MSTS for deactivation 
of its ships which were assigned to the Reserve fleet. Therefore, at a 
public hearing which was held on March 18, 1955, your committee 
focused its attention on the manner in which the Military Sea Trans- 
portation Service placed contracts for 30 vessels being put on inactive 
status. Between March 18 and May 5, four additional contracts 
have been let and they have also been analy zed for this report. 

Basically, the issue arises between those shipyards which have dry- 
docks, the integrated yards, and those which have only pier or dock 
facilities for handling repair work, the so-called topside yards. It 
is obvious that in many cases the latter vards are completely pre- 
cluded from repair or construction work since they are unable to 
work on the hulls of ships or any other work which requires a dry- 
dock. Furthermore, where time is à factor, it is usually more expedi- 
tious to utilize an integrated vard since both hull and topside work 
can be done simultaneously. "Therefore, it is obvious that these non- 
integrated yards must be given every opportunity to bid on that 
share of ship-repair work which they are able to handle if the у зге 
to survive a period of depression in the shipyard industry. At this 
point, it should be observed that 1954 and early 1955 have been lean 
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months for everyone in the industry and the level of employment for 
all yards has been at the lowest figure in years. 

Almost without exception, the 'nonintegrated vards fall within the 
category of “small business,” while there are only a few examples of 
small firms which possess drydocking facilities. 

Two important considerations were immediately studied. First, 
to determine whether the topside yards were considered valuable to 
national defense in the event of mobilization and secondly whether 
these smaller yards were experienced and competent to handle the sort 
of work they were seeking. 

Every witness stressed the fact that a well-balanced ship-construc- 
tion and ship-repair industry required a proper balance of integrated 
and nonintegrated yards and that each would be required in any 
emergency. Adm. Francis C. Denebrink, Commander, Military Sea 
Transportation Service, told your committee that “the small ship- 
repair activity is important to the national security in its support of 
the American merchant marine. They do a great deal of work. 
During the war they did even more work." Therefore, these smaller 
vards should be allowed to participate in repair work done for the 
Government, since they are indeed imports ant to our national defense 

Your committee also determined that these shipyards which wishe d 
to obtain MSTS business were competent and well-qualified by all 
standards; they were not the scorned “bicycle” shops without facili- 
ties, labor, or experience. To be eligible to bid on these invitations, 
the yard had to be a holder of the MSTS master ship repair contract 
which certifies them as experienced and qualified both technically and 
financially. Thus, there was at no time any question concerning the 
ability of these smaller yards to perform the work on which they were 
bidding. 

To understand the complaint voiced by the nonintegrated yards, it 
is necessary to study the bidding policies of the Military Sea Trans- 
portation Service and the bid ling practices of the integrated yards on 
several of the jobs under review. 

In the deactivation program, MSTS invites bids on repair work 
on 3 different items or any combination of the 3. Yards are able to 
make quotations on (1) topside work; (2) hull or underwater work 
requiring a drydock; and (3) a combined bid for both parts. On the 
surface, this appears to be a fair system, since it gives the nonintegrated 
firms an opportunity to bid on the topside work alone; without pro- 
vision for separating the work into two parts, thev would not be able 
to participate at all. In several of the cases under study, however, 
that same end was practically achieved by the drydocking yards which 
bid only on the combined basis and submitted no quotation on the 
hull work alone. 

In such a situation, the contracting officer was unable to compute 
the most advantageous offers, since he could award the contract only 
to the integrated yard which bid the lowest total price for both parts 
of the work. Since the smaller nonintegrated yards felt some appre- 
hension that these occurrences would become the basic pattern in 
MSTS inactivation proposals, they appealed to the Senate Small 
Business Committee for assistance. 

Representatives of the topside yards testified that they felt that 
other agencies of the Federal Government were protecting themselves 
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against such invitations to collusion, by demanding sepa ate bids 
for the hull work and the topside work. To check that claim, your 
committee invited the Administrator of the Maritime Administration 
and his aides to testify to their policies on similar repair contracts. 
Maritime Administrator Clarence G. Morse told the committee that 
“where time is not an element, the split bid is to the advantage of the 
Government * * *.” No complaints were received by your com- 
mittee concerning the operations of the Maritime Administration in 
this field. As a matter of fact, the policies of the Maritime Administra- 
tion in awarding contracts under the Emergency Ship Repair Act 
were often cited as an example of the proper manner of giving every 
qualified ship-repair facility a fair opportunity to participate in such 
activities. Administrator Morse testified that requiring separate 
bids for the two phases of ship-repair work appeared not to be un- 
reasonable or unfair, but was in fact more economical for the Govern- 
ment and more fair to the ship-repair industry. 

On the other hand. Admiral Denebrink, of the Military Sea Trans- 
portation Service, held firm to his opinion that the Government was 
adequately protected by the combined-bid procedure of his agency 
and that the examples cited to your committee were unique, atypical, 
and did not call for any change in the operations of his agency. 
Furthermore, according to Admiral Denebrink, the combined bid 
proved more economical to the Government in 75 percent of the 
inactivation awards. In answer to questioning, Admiral Dene- 
brink admitted that he was including in his tabulation, awards in 
which no one had separated bids, or instances in which the combined 
bid and the separate bids were identical. 

At this point, a recapitulation of the 34 inactivation awards awarded 


through May 5, 1955, shows dramatically that the savings made 
possible through the use of combined bids are not as real as Admiral 
Denebrink indicated and very probably do not approach the magni- 
tude of savings which would have been possible under alternate 
methods of bidding. 
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TaBLE II.— Tabulation of 34 inactivations 
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The record contradicts the statement of Admiral Denebrink who 
told the committee that— 


we have never had a case where we haven't had a part II bid. Only in 2 cases in 
our experience have we only had 1 part II bid. 


Later, the admiral testified that— 
the fact of the matter is that we have received in all cases an adequate number 
of bids * * * to proteet the Government's interest. We have never received a 
bid where there was no part IT bidder 
In contrast, the records supplied to your committee by Admiral 
Denebrink’s own agency shows that in 1 case there was no part II bid 
(No. 15) and 3 cases in which there was only 1 part II bidder. Fur- 
thermore, and perhaps even more importantly, there were five awards 
where there were no bids submitted which cited both part I and part II 
quotations. 

It is also interesting to note the examples of supposed savings to 
the Government cited by Admiral Denebrink. Perhaps the most 
striking is again No. 15 where there was no part II bid at all. None- 
theless, the admiral told vour committee that public moneys were 
saved through awarding this contract to the lowest combined bid, 
rather than through a split bid. 

Without question, the strongest point made by witnesses for the 
Military Sea Transportation Service was their insistence that the use 
of the combined bid made possible striking and large savings to the 
Government. Here again, Admiral Denebrink stated that— 
nationwide experience with bidding on the split or combined basis indicate that, 


in general, in 75 percent of the cases, combined bids are more economical to the 
Government. 


Your committee desired to study how strongly this statement was 
supported by the record and made the following computation on all 
the 34 inactivations: 


TABLE II I.—Savings on combined vis-a-vis separate bids 


Total separate bids. . : 
Separate, but not combined 
Separate combined identical 
Separate lower 
Combined lower 

Your committee feels that table III indicates that the practical 
results of allowing combined bids without forcing separate quotations 
result in greater dangers to the public interest and to the small yards 
than the potential savings warrant. One fact stands out: [n the 
first 34 inactivations, only 34 combined bids were lower than com- 
parable quotations on a separate basis. Table IV also bears out 
this conclusion, since it shows that the percentage difference between 
combined and separate bids was more than 5 percent in only 7 
instances, 


'TABLE I V — Percentage differences between combined and split bids 


2 percent or less 
2.1 to 2.0 percent 
3.1 to 5 percent 
More than 5 percent 
Therefore, out of a total of 320 bidders on the 34 ships deactivated 
by the MSTS which have been reviewed by your committee, only 7 
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bidders have found it practical, wise, or necessary to make combined 
bids which were more than 5 percent lower than their separate, or 
split bids. This would seem to be a poor return for the agency’s 
solicitude in holding so tenaciously to the system whereby the in- 
tegrated yard can freeze out the smaller repair yard without dry- 
docking facilities. Furthermore, it is even more striking to note 
that in none of the 7 cases in which there was a demonstrable saving 
of more than 5 percent, did the award actually go to the firm making 
that wide a differential. In 4 of the cases, the award was given to 
2 yards on a split basis, while in the other 3 cases, it went to yards 
which did not enter separate part I and part II bids. 

Your committee was particularly impressed with the case of the 
inactivation of the U. S. N. S. Mission Capistrano. This vessel was 
tied up at New Orleans and was to be placed in the reserve fleet at 
Beaumont, Tex., after the necessary work had been done. The 
bids were opened on December 2, 1954, and the contract was awarded 
the same day to Todd Shipyards, Inc., of New Orleans. Bids were 
solicited from gulf coast yards and from Atlantic coast yards as far 
north as New York. Twelve yards responded with bids on at least 
one of the parts, but only one integrated concern submitted a split 
bid, and that was Maryland Drydock, of Baltimore, Md. (The 
full synopsis on this bid and the MSTS analysis of estimated savings 
made can be found in the appendix.) 

The Military Sea Transportation Service follows a policy of adding 
an interport differential on all bids to cover the cost of taking the 
vessel to the yards to have the work done and to its ultimate 
anchorage. Therefore, the local yards or nearby facilities have a 
definite advantage in submitting the low total bid. In the case of 
the Mission Capistrano, the low bid for topside work was submitted 
by Waterman ا‎ Co., Mobile, Ala., and, as stated above, 
the only bid on the hull work was made by a Maryland firm. Accord- 
ing to MSTS tables, an interport differential of $37,978 had to be 
added to the Mobile-Baltimore bids to cover the costs of moving the 
ship from one port to the other and then back to Beaumont. On a 
job of about $100,000, it is clearly out of the question to expect any 
bidder to overcome a 35-percent handicap at the outset. 

In answer to questioning, Admiral Denebrink said that his esti- 
mators had placed a figure of $100,000 on the inactivation of the 
Mission Capistrano. This was broken down into $79,750 for the 
topside work and $20,250 for the hull, or part II, work. The accepted 
combined bid from Todd of New Orleans was $106,000 and was not, 
of course, broken down into its component parts. 

Your committee noted that the final bid to Todd was 6 percent over 
MSTS estimates, while the low bid on part I work by Waterman was 
over 6 percent under those same estimates. Furthermore, simple arith- 
metic showed that MSTS could have saved money on this inactivation if 
it had awarded the part | work to Waterman and had sought proposals 
for part II from the drydock yards. As a matter of fact, with the 
acceptance of the Waterman bid, the contracting officer would have 
been able to spend approximately $29,000 to have the hull work done 
and move the ship to Beaumont. Since the estimate for this work 
was a little more than $20,000, it seemed reasonable that it could have 
been obtained at less than $29,000, particularly since the Maryland 
bid was $22,000, another indication of the price range which would 
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have been expected had the gulf coast yards seen fit to enter split 
bids. 

As it was, the only way it would have been possible for a small 
yard to get the Mission Capistrano contract would have been for it 
to have bid low enough to absorb the $35,000 interport differential of 
the sole part II bidder. Since this would have had to be absorbed on 
a $75,000 bid, it is obvious that no practical hope could be held out 
for the topside yards. In a word, they were foreclosed from this 
business, because of the bidding procedures of the MSTS. 

Strictly speaking, Admiral Denebrink was correct when he stated 
that the above figuring was based on hypotheticals. Nonetheless, no 
one can deny that the Mission Capistrano cost more than estimates, 
that small topside yards bid substantially below estimates on part | 
work, and that these vital and qualified firms were shut out from 
participating in defense work, despite provisions in the Armed Services 
Procurement Act and the Smal] Business Act that the rights of small 
companies to obtain defense contracts should be upheld at all times. 

To be more positive in the instant case, your committee suggests 
that the contracting officer for MSTS had two very clear alternate 
courses of action if he had wished to exercise them in the interests of 
saving money for the Government and of protecting the rights of 
smal] firms. First, he could have rejected all bids on the clear grounds 
that the lack of a feasible part Il bid or bids precluded him from 
appraising the part I bids and judging the best interests of the Govern- 
ment. In that case, he could have readvertised the entire contract. 
Or he could have accepted the low part I bid, which hé knew was a 
reasonable bid, since it was well below his agency’s estimates. Then 
he could have either negotiated or readvertised the part II portion to 
get a responsive bid on the bull work. Your committee feels strongly 
that he could have taken that action without risk, since it was esti- 
mated that the underwater work would cost $20,000 and, after the 
acceptance of the low topside bid, the contracting officer had $29 ,000 
to spend for the part II work and still have saved money for the 
Government. 

It would seem that either of the above steps would have saved 
money and the reputation of the Military Sea Transportation Service. 
Neither action was taken, since MSTS was content to accept the 
narrowest definition of its duties and responsibilities. 

Deactivation No. 6, the U. S. N. S. Chestatee, provides another 
example of the lack of candor with which MSTS approached your 
committee’s inquiry. The MSTS summary shows that the low 
bidder was Bethlehem of New York with a combined bid of $102,969 
and Admiral Denebrink concluded that this proved a saving of $1,397 
over the low bids on part I and part IT. What MSTS failed to admit 
to the committee was that Bethlehem of New York's combined bid 
was the same as its separate bids, and that Bethlehem made no price 
concession on the combined bid. Therefore, the low evaluated bid 
on either a combined or a split basis would have given the same figure. 

Furthermore, until June 1954, MSTS also put a time differential 
on these contracts, thus prejudicing even further the chances of the 
smaller topside yards, since it would be logical to expect time savings 
on contracts let to an integrated yard for both phases of the works as 
opposed to repairs accomplished in two different yards. In your 
committee’s hearings, Admiral Denebrink admitted under questioning 
























































8 MSTS BIDDING PROCEDURES 


that the time factor is extremely minor in the case of these vessels 
which are destined for the reserve fleet. 

A prime example of the impact of the use of time differentials on 
the smaller topside yards arose in deactivation No. 5, the U.S. N.S. 
Wacissa, where Boland Shipyard of New Orleans bid $9,341 less on 
the part I work than did Todd of New Orleans, the successful bidder. 
Your committee checked this procurement action closely, and found 
that the award to a firm over 20 percent higher than the low bidder, 
was justified by the use of a time differential. ‘Todd said that it 
required 14 days to do the part I work; Boland required 20 days. 
Since MSTS was then figuring at a rate of $1,500 a day for the time 
differential, the 6 days’ difference outweighed the substantially lower 
bid. Your committee commends the MSTS for discarding the time 
differential, since it has admitted that the time factor is “extremely 
minor.” It hopes that other reforms will also be effected as a result 
of this study. 

The same sort of blurring as was evidenced in case No. 6, mentioned 
above, occurred in deactivations No. 2, No. 8, and No. 13 where the 
lowest combined bid was identical with the lowest evaluated split 
bids and MSTS did not, as it claimed, save money through the use 
of combined bids, unless it takes the illogical position that it could 
evaluate combined bids, but was precluded from doing the same thing 
on split proposals. 

In all fairness to the Military Sea Transportation Service, it should 
be mentioned that Admiral Denebrink, its commander, told your 
committee that he shared the committee’s conviction that the smaller 
vards could be shut out from the deactivation program if the inte- 
grated yards declined to split their bids and that this was contrary to 
fair public policy. On the other hand, he stated that he felt that the 
examples cited by the committee were unique and isolated, and that 
it would not be necessary to revise his agency’s procedures and policies 
merely to meet these occurrences. He did not close the door to such 
changes, however, if he became convinced that further instances of 
this sort were found. In his own words, Admiral Denebrink said: 

I will say, Senator, that if the situation persists where I invite bids for work 
requiring both topside and drydocking and combined work, and I am not able to 
get any separate bids for the drydocking, I am going to have to make changes in 
my bidding procedure which will make it possible for the topside repairers to have 
their fair chance at the business. 

While your committee welcomed that assurance, it did feel that 
action could and should have been taken earlier to introduce those 
guaranties. The private parties who protested to the MSTS against 
this danger were unable to obtain such a commitment; it was only 
after extensive staff study and a public hearing that such a statement 
was made by those who should have been eager to protect the public 
interest and their own reputations. 

Furthermore, your committee felt at the time of the hearing, and 
still feels, that it would have been simple for the MSTS to have made a 
slight change in its regulations which would have allowed combined 
bids but which would also have precluded any foreclosing of the 
smaller yards. Senator Long asked Admiral Denebrink: 

If you really want to let these topside people have a chance to compete for the 
business, wouldn’t it make good sense to offer everyone a chance to bid on part 


I and part II, that is, on topside and drydocking work, and, in the event they bid 
on both parts, offer them the option of submitting a combined bid? 


he ње‏ مو رس 
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Admiral Denebrink rejected this change on several grounds. In 
the first place, he felt that it represented an attempt to coerce a 
private businessman into submitting à bid and secondly he emphatic- 
ally stated that he made his rules “for the general average, upon the 
normal situation, rather than upon the unique situation.” 

Your committee feels that it is misleading to state that the attempt 
to obtain split bids is “coercion” in any sense. Any yard desirous 
of doing the work can, and probably will, bid on it. [f it should have 
any valid reason for desiring an “all or nothing” option, it can achieve 
that result in practice by putting in high part I and part H bids and 
a more reasonable combined bid. If all integrated vards try to sabo- 
tage the — by submitting unreasonable part H quotations, it 
should be easy for the skilled estimators and contracting oflicers of 
the MSTS to find evidence of collusion, or to reject all part П bids 
and readvertise with more yards on the bidding list. 

The second reason for Admiral Denebrink’s refusal to institute 
this reform also seems rather debatable. In the first place, your 
committee received con ئ10‎ aints on 2 of the first 20 inactivations, à 
10-pereent ratio. Two out of twenty would seem to be somewhat high 
to be considered "unique." Furthermore, the MSTS, as a public 
ageney, has a responsibility for protecting the Government's interest 
and should be held accountable for 100 percent of its actions. “Most 
of the time" would not seem to be a high enough goal for a branch of 
the Federal Government. In addition, your committee questions 
whether the situation is as unique as Admiral Denebrink believes. 
Table H shows that 222 combined bids were submitted on the first 34 
inactivations, but only 123 split, or separate, bids came in response to 
the same invitations. T b refore, in almost half the cases of combined 
bids, there were no breakdowns between part I and part II quotations, 
thus reducing the competition for the work and alternatives for the 
contracting officers by that much. 

In conclusion, your committee wishes to put the instant case in its 
proper perspective. During the 5 years that it has been in existence, 
the Senate Small Business Committee has devoted a major share of 
its attention and resources to the problem of guaranteeing that a 
fair share of defense business go to small-business firms. In striv ing 
to attain that aim, vour committee has worked with the De 'partment of 
Defense and the armed services and has sponsored legislation giving 
the Small Business Administration authority to operate in this field as 
well. The committee, in public hearings, has sought general testimony 
from defense officials regarding their procurement ‘policies and pro- 
cedures which affected small businesses. It has also followed through 
on specific case studies which appear to be at variance with those 
statements of general policies in order to determine whether it is the 
policies or the practices which account for the disappointingly small 

ercentage of defense dollars going to competent small producers. 
he following sentences from your committee’s annual report for 
1954 outline this approach: 

in a field as extensive and complicated as that of procurement practices by the 
military, it is all but impossible to conduct a completely comprehensive survey 
Furthermore, even if such a study could be undertaken, the conclusions to be 
drawn from the facts developed would present a challenge to determine whether 
valid general policies were being upset by imperfect administration or whether the 
policies themselves were at fault. 


Specifically, it is the task of the Senate committee investigating procurement 
by defense agencies to determine whether individual malpractices represent the 
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norm and give the lie to broad policy statements or whether such incidents are the 
unfortunate but inevitable concomitant of a large establishment spending many 
billions of dollars every month.! 

Your committee feels that the facts show that the contracting prac- 
tices of the Military Sea Transportation Service do not adequately 
protect the smaller, nonintegrated yards. Unfortunately, the ev 1- 
dence indicates that the MSTS does not propose to meet this challenge 
vigorously and promptly or that it has given sufficient thought to 
other methods which can be put into effect to eliminate the complaints 
brought out before this committee. It is not enough to fall back op 
the defense that abuses are infrequent or not typical. 

Your committee was surprised to hear Admiral Denebrink admit 
that— 
within a matter of 2 or 3 weeks ago, I was hailed before the Assistant Secretary 
of the Navy by the New Jersey and New York Drydock Association, and the 
charge leveled against me was that I was giving these small yards too much work. 

This is the first instance where this committee has found an official 

of the Government being criticized for allowing smaller producers or 
firms to participate in military procurement activities, Since the 
admiral's testimony stressed time and time again that his only interest 
was in saving the Government money, there is obviously no criticism 
of him that he gave financial incentives to these small yards. Accord- 
ing to the admiral, an Assistant Secretary of the Navy was privy to 
calling a conference at which time one of his subordinates was taken 
to task for allowing the smaller yards to bid on MSTS work. This is 
shocking testimony, and your committee calls upon the Secretary of 
the Navy to assure himself that there is no repetition of such an 
occurrence, since no public official should have to defend his actions 
in following the congressional mandate of giving small firms an 
equitable opportunity to receive defense contracts. 
. In a statement filed with the committee following the hearing, the 
Shipbuilders Council of America stressed its point of view on split 
bidding. Stating its firm conviction that it is the integrated yards 
which are the “backbone of the sbip-repair industry,” it concludes 
that “mandatory split-bidding procedure is the most effective way 
of sabotaging that security.” 

It reaches that conclusion through the following reasoning: 

The split-bidding procedure, as utilized by some of the Government agencies, 
is of comparatively recent origin, in that it is substantially a postwar develop- 
ment ineident to the large number of reconversions of vessels from wartime to 
peacetime status. Such reconversions are an evitable aftermath of any war in which 
merchant ships are requisitioned for military use. However, the philosophy of 
split bidding has persisted since that time in some of the Government agencies, 
despite the fact that the condition which was responsible for such a procedure in 
the first instance no longer exists. 

Fundamentally, the practice of soliciting split bids is not sound. Ship repairing 
yards owning and operating drydocks, or other expensive facilities, have sub- 
stantial invested capital in such facilities, subject to fixed charges as well as 
maintenance and operating expense. The primary purpose of a drydock or other 
expensive facility is to make it possible to undertake a completely integrated 
repair, overhaul, or conversion job. Any philosophy that such a plant should be 
required to limit itself to drydocking and underwater work, and permit plants 
without facilities for that type of work to more or less monopolize topside work, 


completely overlooks the economics of the situation, because an integrated repair 
yard could not possibly continue to operate successfully under any such limitation. 





'S. Rept. 1092, 83d Cong., 2d sess., p. 13. 
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It is pertinent to note here that, except for possible, but only occasional, marine 
disaster cases, the major portion of any integrated job involving both topside and 
underwater work as a rule is the topside portion of the work. 

The integrated ship-repair vard is an essential element of the national economy. 
Its mobilization potential in the event of a national emergency is acknowledged 
by the Department of Defense as indispensable. Its availability in time of war, 
particularly the availability of its drydocks, is vital to the suecess of any war 
effort. The ability of such a yard to survive under normal conditions, therefore, 
is of primary importance to the national economy and the national security. 
Any action or procedure which militates against such survival is contrary to sound 
national policy. 

The split- bid procedure does militate against such survival, and hence cannot 
stand the acid test of sound national policy, irrespective of any other considera- 
tions. 

The elimination of the split-bid procedure as a general practice by Government 
agencies will not have the dire consequences to the shore shops predicted by some 
with respect to such shops. "The integrated repair yards could not possibly put 
the long established and reputabie shore shops out of business by the elimination 
of the split-bid procedure, but the shore shops well can have a disastrous effect 
on the integrated vards if they are successful in their attempts to obtain a manda- 
tory split-bid procedure on the part of the Government agencies, "The shore shops 
are recognized as a proper and legitimate element of the ship-repair business 
within their particular field of endeavor, viz., topside repair work. Such shore 
shops, in turn, should recognize that their field of endeavor is topside work, and 
that, where underwater work is involved in any specific case, they do not have 
the necessary facilities and hence are not competent to bid.? 

While your committee does not question the sincerity of the position 
of the Shipbuilders Council, it does seem that the council's statement 
overlooked several conclusions which should have been drawn from 
its own words. First of all, it recognizes that split bidding came about 
during an emergency when all facilities were needed and the inte- 
grated yards were unable to handle the demands placed upon them; 
thus the topside yards are essential in any emergency. Secondly, the 
statement rightly depicts the large number of occasions when the top- 
side yards either are restricted or completely precluded from parti- 
cipating in any sort of repair work; thus, it is all the more important 
to give them a fair chance on those contracts where they are not pre- 
cluded. Finally, the Shipbuilders Council statement does not place 
the stress on saving of Government funds that the representatives of 
the small, nonintegrated yards do; the Council lays more emphasis 
on the essentiality of its member yards in its opposition to split bidding. 

It can perhaps be fairly concluded from the statement of the ship- 
builders council that Admiral Denebrink and the Military Sea Trans- 
portation Service have been under heavy pressure from the integrated 
yards on this inactivation program. From the council's words and 
the admiral’s testimony, it appears that at least a veiled threat exists 
that the integrated yards will operate on an all-or-nothing basis and 
either refuse to split their bids or quote ridiculously high figures on 

a split basis and a more reasonable amount on their combined bids. 

Your committee feels strongly that public officials must take a firm 
stand and smash any such highhanded disdain from the public interest. 
While Admiral Denebrink disavowed time and time again any “со- 
ercion” by his agency against private business firms, he did not seem 
equally energetic in protecting the interests of the Government. 


§ Letter dated April 6, 1955, to Senator Smathers from Shipbuilders Council of America, New York 
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The following recommendations appear to be warranted by the 
examples brought out in the inactivation program of the Military Sea 
Transportation Service. 

l. Your committee is convinced that split bidding is in the best 
interest both of small business and of the Government. Therefore, 
MSTS should make split bids a prerequisite for combined bidding. 

2. 'The teachings of the shortcomings of the deactivation program 
should be applied by MSTS to other phases of its activities. 
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APPENDIX 


MSTS Summary or DEACTIVATION PROGRAM 
1. U. S. N. S. “Sgt. Chas. E. Mower” (T-AP186) 


Bidding port: San Francisco 
Bids opened: Mar. 8, 1954 
Award made: Mar. 8, 1954 


| | | Partsi 
List of bidders | Part 1 | Part II and II 
| | | combined 


| 
Puget Sound Bridge & Dredge CO...................| Seattle | $298, 000 | 
Commercial Ship Repair Co ни do .| 305, 415 | 


Pacific Ship Repair Co. 
Triple 4A Machinery Co.! 
Willamette Iron & Steel Co 
‘Todd Shipyards, Inc 
Bethlehem Steel Co 
Moort^iDrydock Со 


San Francisco...| 337,000 |..........1...... 


do ; ...| 373, 955 
Portland 
San Francisco 


do 


| Oakland... 


! 8mall Business, 


Evaluation of low combined bid: 
Puget Sound Bridge & Dredge Co $364, 734 
Interport differential 30, 832 


Total 395, 566 


Evaluation of low split bid: 
Part I: Puget Sound Bridge & Dredge C 
Part II: Moore Drydock Co 
Interport differential 


Total 


Awarded to Puget Sound Bridge & Dredge Co. on combined 
savings accruing to Government through use of combined bid 61, 197 
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2. U. S. N. S. " Mission San Miguel" (T-A0-129) 


Bidding port: Long Beach, Calif. 
Bids opened: Mar. 16, 1954. 
Award made: Mar. 17, 1954. 





and II 


combined 


List of bidders Location Part I Part 11 


| Parts 1 
| 
| 








Moore Drydock............---.-- ee eu e eee ee ee ہے‎ San Francisco...| $139, 256 | $216, 933 | $356, 889 
"Tell. eR Aaaa | Los Angeles.....| 138,678 | 247,918 | 381, 56 
ПОЙИ... 93 2 990 0 0 à do ---| 156,812] 241,848 |... 
САША سم ی‎ | .. do .| 158,750 |.. سنہ‎ 
Tue "AUT S, офа одлива Ини | San Егапсїзсо...| 184,115 |. L 
Northwest Marine !...... Portland........| 140,774 | 209,952 | 410, 726 
Commercial Ship Repair Co аала Seattle. .........| 100,735 |...... bx. 
Puget Sound Bridge & Dredge Co................... ка. b ! XL 107, 704 
cen vicia и рн publié dida ond iei Li eL = 
! Small business. 
Evaluation of low combined bid: 
Moore Drydock, Gan) Francisco... ...................-.-- ---- $356, 889 
ТРОН К о о љатевењецњнонњ О Quen 25, 093 
ЖШ M aM насаа ыннан а 381, 982 
Evaluation of low split bids: 
Part I bid: Todd, Los Angeles. . مت‎ весеља БЛ АИ 138, 678 
Part II bid: Moore Drydock, San Егапе!5с0 .- -----------------. 216, 933 
Interport differential '..........-.--- ac eph osse Ae EE T, 


Total 100, 264 
Award made to Moore Drydock, San Francisco, on a combined 
basis; savings accruing to the Government through use of com- 
binge Did c. e BE RR Su a a Wa 18, 282 


‘Time differential also utilized, discontinued on inactivation bidding June 1954, 
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8. U. S. N. S. *Gen. W. F. Hase" (T-AP1406) 


Bidding port: San Francisco. 
Bids opened: Mar. 18, 1954. 
Award made: Mar. 19, 1954. 


| | 
| | | Parts I 
List of bidders Location | Parti Part II and II 
combined 


Op... Lido qd de dnenpesssizié dessus] Obi ..| $467, 274 | $79, 417 | $546, 691‏ شش سسجت 
Todd Shipyards, Inc i San Francisco.. b 91, 405‏ 

Bethlehem Steel Co do.... део 96, 607 

Pacifie Ship Repair Co.! a dd nsi авио Oli. v ڈور ور میتی‎ 

Triple '*A" Machine Shop !..... „ш ыб. UB zou АНЕ АЛА 

Commercial Ship Repair Co | 335,362 


1 Small! business. 


Evaluation of low combined bid: 
Todd Shipyards, Ine 
Interport differential 


Evaluation of low split bid: 
Part I: Bid: Triple “A" Machine 8 345, 703 
Part IIl: Moore Drydock Co____- 79. 417 
Interport differential 9, 237 


434, 357 


Total... 


Awards made to Triple “A” Machine Shop and Moore Dry- 
dock Co. on split-bid basis; savings accruing to Government 
on basis of split bid 


14003*—57 S. Rept., 84-1, vol. 3——— 86 
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4. U. S. N. S. “Gen. М. 


Bidding port: San Francisco. 
Bids opened: Mar. 22, 1954. 





PROCEDURES 


L. Hersey" (T-AP148) 


Award made: Mar. 29, 1954. 





Parts I 
List of bidders Location Part I Part И and II 
combined 
| —— i ——r rn 
Triple" A" Méthine Shop t َ0َ0ی‎ 0 +6: San Francisco. 50.100 1 خر ا‎ 

Commercial Ship Repair Co....................... .| Seattle......... ЗВ МО. $439, 140 
Mene РОИ ОЮ ореола нары цены Oakland... ао ај њи 485, 000 
T Bhipyards, a ence banc eae کمچ ای حم مہ راوشد ہک سک‎ 490, 000 
“8 > ھچ‎ = Бао Робго.. sise 448, 000 
Willumete m & ںا‎ L. 22. u Sa Portland 381, 638 


i! Small business. 


Evaluation of low combined bid: 


Willamette Iron & Steel Co 
Interport differential 


Evaluation of low split bids: 





Part I: Commercial Ship Repair Co 
Part II: Bethlehem Steel Co 
Interport differential 


San Francisco... .| 


| $103, 434 





$381, 638 
33, 399 


415 0, » 037 


365, 140 
103, 434 
49, 397 


517, 971 


Awarded to Willamette Iron & Steel Co. on combined bid basis; 


savings accruing to Government through use of combined bid.. 


102, 934 





سر q‏ ر 





3 
p 
^ 
5 
ДҮ 
d, 
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MSTS BIDDING PROCEDURES 


5. U. S. N. S. "Wacissa" (T-ACG 59) 


Bidding port: New Orleans, La. 
Bids opened Apr. 5, 1954. 
Award made Apr. 5, 1954. 


ге 1 
Parts I 
List of bidders Location Part 1 "art and II 
| combined 


Merrill Stevens Jacksonville , 015 


Tampa Shipbuilding ! 'Tampa 

Gibb: New Orleans 
Avondale... Westwego, La 
Hooley ! | Now-O:'eans.. . 


Dixie Machine „до dine 56, 850 |........ 
Года 0۔‎ 56, 062 | 19, 308 


Bethlehem........ | New York... 55, : 19 540 

Alabama Drydo К. 2 Alabama 15, 549 

Bethlehem Baltimore | 5, 18, 500 
Do Beaumont... X, 17, 675 

Todd.... à Galveston....... 52, 8 23, 400 
MEM esconde dead a dm n 5 

Rawls Bros !, Пн он Norfolk i 

Boland !.. | New Orleans .. 


t Small business. 


Evaluation of low combined bid: 


Todd, New Orleans 
12, 420 


86, 890 


Evaluation of low split bids: 
Part l bid: Todd, New Orleans 56, 062 
Part I] bid: Alabama Drydock. Alabama 18, 549 
ООО ООО ООО адаса ааа оаран аа ЕЕ 14, 963 


89, 574 


Award made to Todd, New Orleans, on combined basis; savings 
accruing to the Government through use of combined bid..... 2, 684 


! Time differential also utilized, discontinued on inactivation bidding. June 1954 





18 MSTS BIDDING PROCEDURES 


6. U. S. N. S. *Chestaiee" (AOG- 49) 
Bu Bidding port: Norfolk, Va. 
ES si Bids opened: Apr. 6, 1954. 

| Award made: Apr. 8, 1954. 























Parts I 
List of bidders Location Part I Part П and II 
combined 
a ee A d New Or.eans....| $96, 867 | $37, 762 $134, 629 
MUN а аи а Бак New York...... 74, 616 25, 330 102, 946 
Па а کی تا جس شس ت شوت‎ | Baltimore....... 118, 500 28, 000 146, 500 
ПЛ а ی‎ EUR LR Leake Charles, |. 144000 1..........].....-— 2.» 
A. 
N 8ёеуепѕ. ي‎ ыда Jacksonville..... 98,075 30, 210 128, 285 
ی وہ دب‎ оне раан Baltimore....... 147, 523 43, 000 184, 543 
000, оу јао она ЈЕ ТЕ Norfolk......... W U ата š 
О о eMe یچ رر سم‎ New York...... 92, 856 35, 362 128, 218 
سسییو سرچ کا‎ а pss. Jacksonville. ....].. ° 328.999 Louauesesse 
TR не saae ی‎ | Galveston.......| 94,861 | 36,502 131, 423 
| 


! Small business. 


Evaluation of low combined bid: 
EN cM DEI ducha یی سی سی ید ہا‎ xs diens $102, 946 


LISA 


IA و و ا سا‎ Еа Бананан аан ена 20, 023 
А Ми и азот РАСТА ДЕ 122, 969 
Evaluation of low split bids: 

КЕ ЧИСТОНИ У та авина 9 74, 616 

ПЕТ ВИМИ ВИНИ ... 1n nad جوم رو سم ےس وم‎ 28. 000 

O T O tee i aan Mb d d 21, 750 

ades e S bae ai iie M e Se Die, а 124, 366‏ ںہ 
Award made to Bethlehem, New York, on combined basis;‏ 
savings accruing to the Government through use of combined‏ 

MAA. u زی ا‎ ۱ 97 70 1, 397 


‘Time differential also utilized, discontinued on inactivation bidding, June 1954, 





MSTS BIDDING PROCEDURES 


7. 0. 5. N. S. "Pinnebog" (T-AOG-58) 


Bidding port: Norfolk, Va. 
Bids opened: April 6, 1954. 
Award made: April 6, 1954. 


۴ | Parts I 
List of bidders Location | Part I Part II and II 
combined 


——— —— 


| Galveston $80, 690 | $41, 826 | $122, 516 
Merrill-Stevens | Jacksonville i be ER 108, 095 
Maryland Drydock..... | Baltimore | 124, 000 | 45,000 163, 761 
Norfolk Shipbuilding & Drydock. | Norfolk | 660, | 53, 780 110, 000 
Bethlehem. .... | New York ...| 67, 570 1 33,390 109, 960 
Newport News Shipbuilding & Drydock | Newport News..| 93,365 | 36,376 129, 741 
Bethlehem | Baltimore sb ME | 112, 000 
Calcasieu !. | Lake Charles, La.|. 154, | WT 
Rawls Bros.!. I NONE ее. ФАИ 1. у Н 
Тойа | New York......| 76,690 | — 116,682 
| New Orleans....| 75,690 909 119, 599 
Jackson ville.....!... | Mj TONES 


е аа РАНА SNS 








! Small business. 


Evaluation of low combined bid: 
Merrill-Stevens, Jacksonville $108, 095 
Interport differential ! 6, 790 

114, 885 


Evaluation of low split bids: 
Part I bid: Bethlehem, New York 67, 570 
Part II bid: Bethlehem, Baltimore. у 36, 000 
Interport differential ! 19, 250 


Award made to Merrill-Stevens, Jacksonville, on combined basis; 
savings accruing to the Government through use of combined 


l'ime differential also utilized—discontunued on inactivation bidding, June 1954. 


DA RP ss Ка б, : 
i В еек e e 








——— 2 OF MICHIGAN LIBRARIES 
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8. U. S. N. S. *Maquoketa" (T- AOG-51) 


Bidding port: Norfolk, Va. 
Bids opened Apr. 6, 1954. 
Award made Apr. 8, 1954. 





| | 
List of bidders | Location Part I | Part II 
| | 
| 
Mule СКЕ сора Y .....--.| Baltimore.......} $118,500 | $28, 000 
Do یز وحم مد سے موم جو ت ن ت پچ تات ىخ چت‎ P HENA, Ri i 72, 910 2%, 330 
САЛАЛА о о | Lake Charles, 145, 000 
|. La. | 
Merrill Stevens еа аа) Јаскхоптіе.....] 97, 000 30, 210 
Marvland Drydock.. рая | Ваштоге__...._| 149, 386 43, 000 
WI K. EY, QUSE. PISOS TOUS OVE | Jacksonville... 38, 990 
_ ے‎  ے‎ 7 Мене SAO Se 0 64 91, 750 
TON oo debebat lih bs AE TN OAS ..--.--| New York i 90, 784 35, 362 
Баг оъ UNES NC CU اہب‎ Galveston....... $2, 938 36, 362 | 
WK oq ен New Orleans.... 94, 790 37, 363 | 
1 Smal) business. 
Evaluation of low combined bid: 
УТО ааа Нони есаб) и рида 


Interport differential ! 


Evaluation of low split bids: 
СООЛОР о ост оно аа کے‎ 
Part II bid: Bethlehem, Baltimore 
Interport differential ! 


Total 


Award made to Bethlehem, New York, on combined basis; sav- 


ings accruing to the Government through use of combined bid. 


1 Time differentia! also utilized—discontinued on inactivation bidding June 1954 


Part 
and 
comb 


51 
п 


T 1 
TES 


$146, 500 
101, 240 


127, 210 
187, 404 


26, 14 


129, 30K 


l, 


, 263 


, 910 
‚ 000 


-E 
400 


. 660 








Blea: Beck 
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9. U. S. N. S. "Gen. C. C. Ballou" (T-AP15? 


Bidding port: New York. 
Bids opened: Apr. 22, 1954. 
Award made: May 3, 1954. 


Parts I 
List of bidders Location Part I | Part Il and II 
| | combined 


ا ا کر او ار وی کی بت 


Fas 3 


—" 


Maryland Drydock Co | Baltimore | 
OoOO DA... Jul... E | 719 | 104,000 | 
Do w 3 reo New York ЊЕ 100, 372 
Do _.....-| New Orleans_...| ( 104, 000 | 
Newport News Shipbuilding and Drydock Co | Newport News..| < 3 | 135,713 | 
Boland Machine Works !.... ..---| New Orleans 7 
Bethlehem Steel Co............... سو سی :ہمد‎ Sas: a 5; 110, 000 
Do A New York......| 121, 233 
Merrill Stevens Co............. de à Jacksonville... 109, 885 
Monti Marine Co.!................. К ..-| New York 


Тышы КР АР 


ا 





! Smal! business. 


Evaluation of low combined bid: 
Bethlehem Steel Co.. 
Interport differential 


Total 


Evaluation of low split bids: 
Part I: Monti Marine Co _ 0, 688. 
Part II: Todd Shipyards, Inc., N. Y ‚ 372. 
Interport differential. . ›, 142. 


Total 237, 202. 


Awarded to Monti Marine Co. and Todd Shipyards, Inc., on 
split bid basis; savings accruing to the Government through 
use of split bid 


pies cala E Ep Ue DSS a E 


Ее x pos = 
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10. U. S. N. S. "Cedar Creek" (T-AO 138) 


Bidding port: Long Beach, Calif. 
Bids opened: May 4, 1954. 
Award made: May 5, 1954. 

































Parts I 
List of bidders Location Part I Part Il and II 
combined 
ہیی شک‎ | Los Angeles..... $212, 547 | $151, 190 $353, 737 
ПИПИНА 7. ос о аза a... qM oet 272,413 | 137, 100 373, 510 
Puget Sound Bridge & Dredging........... „| Senttle..........| 271,860 | 121, 224 | 393, 084 
Pu ND A LL LLL. areasletesmbarlnes opupidisin | San Franeisco...| 281,732 |.. Muss 
О аі ی ی ی‎ | do. ........| 243,000 | 128,000 369, 000 
ОНОО ПОИ ھی ھن یت چ نی ن‎ | РОНИВЕ. 1 o2àc40bb« EE 384, 000 
В ن تھچ یټ ی ی وھ یټ چ ت و م ی ی‎ + Mb و وم یش | سم‎ Сељани 396, 771 
| 
! Small business. 
Evaluation of low combined bid: 
TUM res eA d niis Ra da ina ја asw SFR $353, 737 
OS s t G Opa... dasa araba 1, 325 
MEC a le cee lit не 355, 062 
Evaluation of low split bids: 
rE ne mm nuu nk a mE ett 212, 547 
PSP SE Go: Booba. Los Angela... awe an 137, 100 
چو تہ سر سج ج۰۰۰‎ Зимний 2, 858 
ола a 352, 505 


Award made to Todd and Bethlehem Los Angeles, on a split 
basis; savings accruing to the Government through use of 
ОВ Ваза нир Ын каана 2, 557 


i Time differential also utilized, discontinued on inactivation bidding, June 1954. 
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11. U. S. N. S. " T-AKL 18" and U. S. N. S. * T-AKL 30" 
(These 2 ships bid individually and in combination; award made on a 2-ship basis) 


Bidding port: San Francisco. 
Bids opened: May 12, 1954. 
Award made: May 14, 1954. 


Parts I 
List of bidders Location Part II and II 
combined 

Moore Drydock San Francisco...| $152, 057 $35, 990 $182, 617 
و وش رج ک‫‎  g پٹ‎ тз یی ی دوو ی ی‎ À š à 202, 417 44, 502 |.... a 
pe Î š ° 166, 095 35, 185 198, 945 
یو ری یج‎ AP Ree поло Мани مس اود تس سام‎ dada 
Northwest Marine ! ... Perttsllon cocos seatrenasdbs ROW! 284, 635 
Puget Sound Bridge & Dredging Seattle. ..... едь 184, 408 
Commercial Ship Repair.. 228, 129 


t Small business 


Evaluation of low combined bid: 
Moore Drydock Co.. 
No interport differential. 
Evaluation of low split bids: 
Part I bid: Wagner & Niehaus 
Part II bid: Todd, San Francisco 
No interport differential. 


Total 174, 045 


Award made to Wagner & Niehaus and Todd, San Francisco, on 
split basis; savings accruing to the Government through use 
of split bids 








| 
| 
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12. U. S. N. S. " Mission Buenaventura" (T-AO 111) 


Bidding port: Norfolk, Va. 
Bids opened: May 20, 1954. 
Award made: May 21, 1954. 











Parts I 
List o. bidders Location Part I Part 11 and II 
combined 

Alabama Shipbuilding & Drydock Co............... ПОК а $171, 178 | $117, 362 $288, 560 
Todd, New Orleans........._........................}] New Orleans....] 140, 674 | 115, 041 255, 715 
Todd, Galveston a aapa Galveston....... 147. 693 125, 000 272, 693 
‘Tampa Ship Repair & Drydock !.................-.- ZEN یس‎ š | 140, 000 
Todd, New York. سج‎ ER LEPINE ај New York......] 153, 940 | 130, 000 283, 940 
Bethlehem, Quincy. ...........-...----..-.---------- Quincy.........- 207, 256 | 126, 394 333, 650 
MU. TRUM. TEL. дьа New York......| 197,387 | 120, 375 317, 762 
I Le ramum adenA Sd expe EM ur id Jacksonville ....| 198,120]| 79, 575 277, 695 
Boland Machine & Manufacturing Co , New Orleans..| New Orleans....| 253, 888 à 
اٹ‎ O ASE Baltimore....... 218, 000 129, 000 347, 000 
Horne RBros., Norfolk !. .. рае BENE сего E E S EE 
Maryland Drydock, Baltimore....................... ПИ она ی یو‎ 267, 000 
MM > йен اھ تھ یټ ن ی‎ а بجی‎ 972, 360 





! Small business. 


Evaluation of low eombined bid: 
تی‎ ШАК АЛАН E J uu ll l. S qud pin Gmdelm t ek tme 
РОННИ ага ава оне вене Saa e ый 


Evaluation of low split bids: 
PEL TID NP DB. Lied imeem mom nre dh m at چ‎ 
POLITE" DS. LL EQ ue ar a; d mre m t o de dn in 
ٹوو سس‎ > oe teks حتف وت ماک ما‎ а اج بل می ےا الا‎ E 


TN uo سنہ نوچ بد ہشن میں سیسات شی را سر‎ a MUN P ари 


Award made to Tampa Ship Repair & Drydock, Tampa,Fla., 
on combined basis, savings accruing to the Government 
through use of combined bid.................. vocas a ааа 


$140, 000 
20, 679 
160, 679 


140, 674 
79, 575 
38, 921 

259, 170 


98, 491 





MSTS BIDDING PROCEDURES 


13. U. S. N. S. “Pout. John F. Thorson” 


Bidding port: New Orleans. 
Bids opened: May 21, 1954. 
Award made: May 21, 1954. 


ТҮҮЛҮ. Parts I 
List of bidders - Location Part | Раё П апа П 


combined 


Dixie Machine ! s esas 

Charles Ferran ! Be 183, 000 

Boland Machine ! Eds í 164, 022 | 

Avondale Marine LE š 186, 188 Е 
Todd-Johnson. ......... о oe Mb _-----| 163,076 | 315, 624 | $178, 700 
Todd, Galveston н .| Galveston | 179,791 ! 18, 975 | 197, 866 
'Todd, Brooklyn a ss => ..| New York......| 190,893 | 19, 091 | 199, 984 
Savannah Machine ! سی‎ .-| Savannah ..| 204,200 | 20, 477 224, 677 
Alabama Shipbuilding & Drydock Co...............| Mobile --| 158, 654 | 17, 189 175, 843 
Bethlehem- Baltimore р | Baltimore...... 162, 397 22, 647 181, 044 


1 Small business. 


Evaluation of low combined bid: 
Alabama Shipbuilding & Drydock Co 
Interport differential 


Evaluation of low-split bids: 
Part I bid: Alabama Shipbuilding & Drydock Co 
Part II bid: Todd-Johnson 
Interport differential 


Total 


Award made to Alabama Shipbuilding & Drydock Co. on com- 
bined basis: savings accruing to the Government through use 
of combined bid 








елы 














26 MSTS BIDDING PROCEDURES 


14. U. S. N. S. “Mission San Carlos” (T-AO 120) 


Bidding port: Norfolk, Va. 
Bids opened: June 4, 1954. 
Award made: June 4, 1954. 








| Parts I 
List of bidders Location Part I | Part II and II 
| combined 
— M — —— — ———— — | ы 
a u S; uU نت یھ و‎ | Savannah...... $184,000 | $55,000 $239, 00 
MENU A EE D le io) ыле Дары | Newport News..! š 4 
ی کی مسا سس ریس دشر ہن‎ оь Jacksonville..... 106, 600 235, 076 
Boiand ! | New Orleans... à 
Bethlehem Baltimore....... 111, 053 238, 332 
o سس مر بی پر رہ‎ E њи | New York...... 74, 900 197, 875 
EM Loa Rr anto LETE Boston.......... &2, 390 217. 65: 
чье d и ...| New Orleans.... 147, 260 268, 800 
Merrill-Stevens..... -..| Jacksonville.....|.. q do UE 218, 7% 
Maryland Drydock... ...| Baltimore....... 250, (их 
перје Ship Repair ! голлон 217, 00 
снаа ачын азаа RARE DP ROOM Galveston...... 143, 420 262, 47 
سس شش‎ m New York..... 140, 220 256, 000 








1 8mall business, 


Evaluation of low combined bid: 
Bethlehem, New York 
Interport differential 


$197, 878 
6, 104 


Evaluation of low split bids: 
Pt..1 bid: Horne Bros., Newport News, Và........-.....-..... 
Pt. II bid: Savannah Machine & Foundry, Savannah, Ga. ...... 
Interport differential 


“=<... – – – – ~ 


203, 982 


100, 685 
55, 000 
12, 909 


168, 594 


Award made to Horne Bros., Newport News, Va., and Savan- 
nah Machinery & Foundry, Savannah, Gs., on a split basis; 
Savings accruing to the Government through use of split bid.. 


35, 388 


— 


SDE SOE SOR ОММА 











от‏ تع 


n 


3 
" 


Aye t quales 


MSTS BIDDING PROCEDURES 


15. U. S. N. S "Gen. J. H. McRae" (T-AP149) 


Bidding port: San Francisco. 
Bids opened: Aug. 11, 1954 
Award made: Aug. 12, 1954 


| Parts I 
List of bidders ›{ à ? and II 
combined 


| 


Pacific one Repair Co.'.............................| San Francisco...| $264, 000 | 
Triple A Machine Shop ! E PEDROS 1 
Wagner & Niehaus, Inc.! ono enel 0 لس تی ایا‎ 
BENE аи یه م فن ت ی د ی‎ ОЈ M 

Moore Drydock Co.. | Oakland 

Willamette Iron & Steel Co 


S REU O EA a E CRE oy GSS ESE 


کت 


oo wie کو وا‎ SE سو‎ нара 


! 8mall business. 
2 Estimated: $96,400 


Evaluation of low combined bid: 
Moore Drydock Co.. $312, 1 
Interport differential 3,3 


۶ 


Evaluation of estimated split bid: 
Part I: Pacific Ship Repair (actual bid) 264, 000 
Part II: Estimated 96, 400 
3, 328 


Jide il er ЕА. 


T 21 
ید‎ HONS EECA а 


363, 728 


Awarded to Moore Drydock Co. on combined bid basis; savinss 
accruing to Government through use of combined bid...... 148, 251 


"Estimated 


ние а АА 


SA A C СЕНГ МАНДА Ad ak Su‏ وت 
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16. U. S. N. S. * Mission de Pala" (T-AO 114) 


Bidding port: Norfolk, Va. 
Bids opened: Sept. 16, 1954. 
Award made: Sept. 17, 1954. 








Parts I 
List of bidders Location Part I Part II and II 
combined 


_———————ө—————————-——-—--———-—-—е—-—-——— 





















ИО UNI onal éco qué arts i perat n cin New York......| $137,663 | $31, 768 $169, 431 
JEDE: or Midi nolis dude piii das АЕ, وس پک‎ BO о ecard 
Тода ______ ویج تیب مم سے‎ А کا ہشیت شش شی‎ L AGO. "ИМЕ ОР 30, 100 185, 000 
Keystone Ship Engineers !..................-.....--- Philadelphia....| 197, 433 | 117,345 308, 483 
КРБ носне оннан аво Baltimore....... 158, 000 59, 000 217, 000 i 
ت۰۰۰‎ DRE, Со E EE ли i دی‎ EEUN 242, 928 2 
Horne Bros.!......... I ORE RENEE BONN Sel AER њи | 
Newport News Shipbuilding & Drydock...... سد‎ Newport News..| 177, 490 24, 983 193, 969 i 
LEBER niii ous a ku e еа ага Jaeksonville.....| 174,000 38, 600 212, 000 
ТЕ сслка нади ipn ae Sri Tampa .....] 160,430 62, 585 192, 015 
Boland Machine & Manufacturing '................-. New Orleans....| 204,846 |.. کر سک‎ 
о, а میس سی‎ A ا‎ ok 169, 900 32, 800 202, 70 

0. A Rea mé ананна Galveston....... 166, 800 32, 100 198, 900 









! Small business. 












Evaluation of low combined bid: x 
ПИ M TM. а Em dS A S Merian $169, 431 1 
КОСО о ина шна асн рео وا‎ 6, 915 8 

—— c w 
о 1768346 № 












Evaluation of low split bids: H 
Part 1 bid- Bethlehem, New York... са ae u so û 137, 663 ү] 
Part II bid: Newport News Shipbuilding & Drydock........... 24, 983 2] 
aT RIA ns LS а e e s cata d eire p owned n DUE 7, 609 

они а ааваа 170,.225 


Award made to Bethlehem, New York, and Newport News 
Shipbuilding & Drydock Co. on a split basis; savings aceruing 
to the Government through use of split bid_.....-.....-.-- 
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17. U. S. N. S. Mission San Antonio" (T-AO 119) 


Bidding port: Norfolk, Va. 
Bids opened: Oct. 5, 1954. 
Award made: Oct. 5, 1954. 


| | Parts I 
List of bidders Location Part 1 | Part II and II 
| | 


| combined 


Bethlehem | New York......| $132,056 | $20,036 | $152,092 
REO осанки дне |.....do | 119,000 ماش یں پت‎ 
Todd i do ....] 92,000 "26, 000. | 118, 000 
Bethlehem i | Baltimore. | 142, 750 34, 250 177, 000 
Maryland Drydock "ici EM a or 173, 000 
Horne Bros.! | Norfolk.. 146, 510 |. : 
Newport News Shipbuilding & Drydock.. -.-....| Newport News 141, 710 | 14, 889 | 146, 284 
Norfolk Shipbuilding & Drydock.... Norfolk . S 62,530 | 23,340 83, 870 
Gibbs و اسب یمچجومیت وی‎ 7007000 сарым чш а 144, 950 
Tampa Ship Repair !__ E | Tampa id اس مد‎ 126, 805 
Alabama Drydock & —— ا ہم۔‎ Mobile E | 154, 443 
Boland Machine 1.............................-.-....| New Orleans....| s "e 
Todd news یلان او وی ہتس‎ ИЦ | 108, 982 
9+ وھ کچ چ چ ھن نچ نچ‎ MCN: سی‎ 8, 25, Жз | 113, 975 


ےت و peas a AER E‏ و 


1 Smal! business 


На 


Evaluation of low combined bid: 
Norfolk Shipbuilding & Drydock : $83, 870 
Interport differential None 


Total 


Gerd, Bano pui LR te e M 


Evaluation of low split bids: 
Part I bid: Norfolk Shipbuilding & Drydock 
Part II bid: Newport News Spb & Drydock 
Interport differential 


ddp ascia 


ee te a 
ae Lt 


diy ЕУ 


Total 


Award made to Norfolk Shipbuilding & Drydock and Newport 
News Shipbuilding & Drydock on a split basis; savings accruing 
to the Government through use of split bid 


0 


ES 


زمه 


^de 


Jak ioa. desde c E 
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18. U. S. N. S. *Mission Santa Cruz" (T-AO 133) 


Bidding Port: New Orleans, La. 
Bids opened: Oct. 12, 1954. 
Award made: Oct. 13, 1954. 



















Parts 1 
List of bidders Location Part I Part II | and II 
| | combined 
f 
Е aaa с I | New ا رت‎ $102, 670 | $26, 300 | $128, 970 
ОО онаа پم ھی ید ی یی ی‎ --.| Baltimore....... | 156,000 | 48,000 214, 000 
GEB. LL TEEN | Jaeksonville.....|. ма а 117, 200 
Tampa Ship Repair !. . .. И NDOSRRN UN К | 155, 000 
Waterman Steamship Co. .| Mobile...... кой о ВИСИ کی ی‎ 
Alabama Drydock................. .| а ocn TUE 111, 176 
Dixie Machine Works !...... ; | New Orleaus....| 123,000 | бе 
Boland Machine & Manufacturing !...... Chaat trans oci | 98,599 |. š 
ИИ. „>ле ыан чыла ч» „каена FE | 920و ر9‎ | 98,627 123, 899 
Bethlehem وس لی یداد‎ sh is سس یمیس‎ РУ | Beaumont...... | 12, 875 | 141, 800 
Port Houston [ron Works !_.........-....... RELUA | Houston. ... o 128, 000 |... NC 
Мраморно орања a | Galveston.......| 100,880|  26,370| 127, 250 
| I l 
! Small business. 

Evaluation of low combined bid: 

ААЛАМ ШЕ С Mobilis, анонса apa ‪]703 $111, 176 

WASA колье кина nal nii pui d od pasen di 18, 807 


129, 983 


Evaluation of low split, bids: 
Part. Ibid: Boland Machine & Manufacturing Co., New Orleans, La. 98, 599 


Part. II: Bethlehem Steel, Beaumont, Tex...............-.-.-- 23, 000 
W QNM oua edadqa sistit EA dmm ap краны یک‎ 20, 738 
شی سای زیر یں ...ہج‎ Вие E M aM pm MR eiie RU cR ME; 142, 337 


Award made to Alabama Drydock Co., Mobile, Ala., on a com- 
bined basis; savings accruing to the Government through use 
V و ن ی ی سس تس شی دش‎ талів анак 12, 354 


— 
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MSTS BIDDING PROCEDURES 


19. U. S. N. S. ''Gen. E. T. Collins” (T-A 


Bidding port: San Francisco. 
Bids opened: Oct. 19, 1954. 
Award made: Oct. 20, 1954. 


List of bidders Location 


Albina Engineering & Machine Works............... | Portland 

I есенното нь ТИЕ ИИО СЕ 
Do. јонима ПРИ 

Pacific Ship "Repair « Сол. ИА до. 

Puget Sound Bridge & Dredge Co......... ~ | Seattle.. 

o... | San Francisco...‏ 27 4 ےی رش ے ت5 

'Triple * A" Machine Shop ! do 


Moore Drydóck C 0 | Оак1апа_.......| колден бини | 
Todd Shipyards, Inc. I! San Pedro....... | 


Willamette Iron & Steel Co | Portland 


1 Smal) business. 


Evaluation of low combined bid: 
Todd Shipvards, Inc., San Francisco 
Interport differential 


Total 


Evaluation of low split bids: 
Part I: Pacific Ship Repair Co 
Part II: Todd Shipyards, Inc 
Interport differential 


P147) 


Part I | 

| 

$415, 275 | 

329, 254 

329, 254 | 

279, 000 | 
332, 805 
298, 450 | 

$21, 895 | 


Part I 


Parts І 
and II 
| combined 


$98, 645 
92, 496 


_ 56 000 | 


, Awarded to Pacific Ship Repair Co. and Todd Shipyards, Ine., 
on asplit-bid basis; savings accruing to Government through 


Nor Боске 


74003*—57 S. Rept., 84-1, vol. 3——87 


$513, 920 
425, 625 
425, 625 


~~ 377, 700 


403, 250 
368, 775 


5377, 700 
5, 026 


382. 726 


279, 000 
85, 090 
5, 026 


_ 369, 116 





32 MSTS BIDDING PROCEDURES 


20. О. 8. №. 8. “Gen. A. W. Greely” (T-AP141) 


Bidding port: San Francisco. 
Bids opened: Oct. 25, 1954. 
Award made: Oct. 27, 1954. 














Parts I 
List of bidders Location Part I Рам П and II 
combined 

Bethlehem Steel Co.........-..---.-----<------<----- San Francisco...| $590,396 | $113,389 |] $592,067 

ME АЕ E ын алан San Pedro....... 500,396 | 113, 389 592, 667 

Puget Sound Bridge & Dredge Co.................... Reattle. ......... КЕДЕ 

pu oA ud ٹک‎ Y MSEEPRISGUNCESRQUES REN San Рааго... Па 

ПИ И NEL Y. n... i emi do at, CED БС EON esf $ 

ПОР ی‎ онан ات رت عو وا نک اکا مم‎ 104, 629 423, 202 E 

T می‎ По о 1 B CENE Ко ټی چ ی ی‎ 442, 25 ^ 

alc a io Lu ABER нр не наннан н, W VE VAT, T m оаа 177, 010‏ شی 

шоо ПИС d ПИН nek پت سس‎ он 325, 494 

! Small business. 

Evaluation of low combined bid: E 
uM DB сорри элда адаан $325, 494 B 
НОИ ОЕА конан нвн анал 29, 499 E 

— 
BEEN uo nu tia абы E 354, 993 E 
=== E 

Evaluation of low split bids: H 
ا وی ڈو‎ А” Месо Вор... 02090700397908 349, 384 3 
EM: NM DUE ON , qaum o ésta یم سس سا سی‎ ымы» فو‎ 104, 629 Г 
ЛАЛ ОИ олова ща 4, 958 $ 

MN ен A a md aa 458, 971 1 
ےت حح‎ 

Award made to Willamette Iron & Steel Co. on combined basis; H 

savings accruing to Government through use of combined bid. 103, 978 $ 

š 

1 





DEM یسیو در‎ ы. 


М + 








MSTS BIDDING. PROCEDURES 


21. U. S. N. S. ''Gen..C. H. Mwir" (T-AP142) 


Bidding port: San Francisco, 
Bids opened: Oct. 27, 1954. 
Award made: Oct. 28, 1954. 


Parts I 
List of bidders Location Part II and II 
combined 
Bethlehem Stee! Co Рен ---...L] 8an Francísco.. .| $457, : $126, 020 $565, 211 
Puget Sound Bridge & Dredge а Š Seattle.. s 
Wagner & Niebaus, Inc.!............................- San Francisco. 
Triple “A” Machine Shop ! 
Moore Drydock Co... 
Willamette Iron & Steel Co.................... کت رہ‎ 
TM py К ETOS E ی ی ی‎ 


1 Small budiness. 


Evaluation of low combined bid: 
Willamette Iron & Steel Co $339, 098 
Interport differential 29, 679 


368, 777 


Evaluation of low split bids: 
Part I: Wagner & Niehaus, Inc 
Part II: Moore Drydock Co 


Award made to Willamette Iron & Steel Co. on combined basis; 
savings accruing to Government through use of combined bid_ 16, 941 


22. U. S. N. S. “Ontonagon” (T-AOG-86) 


Bidding port: Seattle, Wash. 
Bids opened: Nov. 5, 1954. 
Award made: Nov. 6, 1954. 


Parts 1 
List of bidders Location š Part II and II 
combined 


$35, 287 
Puget Sound Bridge & Dredrinz.............---- -| ] نک‎ 39, 871 
Lake Union Drydocks !,....... 34, 21: $8, 25: 41, 376 
Albina Ë ТОГО. ана 31, 423 
Northwest Marine ! | do کو ا یں‎ а 49, 313 
Commercial Ship | Seattle 37, 61: 8, 990 | 48, 603 


* 
3 
d 
M 
| 
2 
v 
$ 

ў d 
8: 
1 
E^ 
A 
3 
В 


T 


۴ کو‎ ogg 


! 8mall business. 


Evaluation of low combined bid: 
Todd, Seattle 


Evaluation of low split bids: 
Part I bid: Commercial Ship, Seattle 
Part II bid: Lake Union Drydocks, Seattle 
Interport differential 


Award made to Todd, Seattle, on combined basis; savings ac- 
cruing to the Government through use of combined bid. ..... 








p 


LIBRARIES 
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$3. U. S. N. S "Mission San Diego" (T-AO 121) 


Bidding port: San Francisco, Calif. 
Bids opened: Nov. 20, 1954. 
Award made: Nov. 20, 1954. 



















List of bidders 
combined 
W پا کو یر سے می مخت رن ک0ا‎ Gan Praneiseo...| $08, 45 |..........]..—-————— 
wur dr OMEN AIL Ludos desino L TY. КМ О di 
تد دجو‎ овас ве BEND ==. Ao а. та 
ИЛА دج‎ осн Ban Francisco... 5 $122, 369 
RD, ch pancake фан RS do мыд 130, 144 
Do oh 26, 332 140, 852 
شش ری شش ریگ ر۵5‎ ae ло У а PSO PENRAS 116, 612 
далдадан مس‎ 108, 543 
повјата 84, 904 
ببتیھهہیں یس پچ مسجم‎ 98, 000 
asas UL љета аланина лисног аи بن ی شچ شش‎ 84, 964 
1 Small business. 

Evaluation of low combined bid: 
ZEE а лоно o tama, $84, 964 
EMEN оно рањиве 10, 608 
MEM و ی ی‎ 95, 572 





Evaluation of low split bids: 


392 ,77 مک ھچ یی ی ی ی وی ی ی ی ی سس 1 НОИ ОНО‏ 
e 19, 741‏ او بر وج تو سو سمل Е О О LLL LA uem urat d‏ 
004 ,35 یی و کو ی ی ی ی ی ی ی و ی 
137 ,132 کو د تھ تی ی یچ ی و او چیا ی و چ و ی ی سم و ی 


Award made to Todd, Seattle, on a combined basis; savings 
accruing to the Government through use of combined bid.... 36, 565 




















btc ROC d apo o o cord Lacs 


MSTS BIDDING PROCEDURES 


24. U. S. N. 8. “Mission Santa Ana” (T-AO 187) 


Bidding port: San Francisco, Calif, 
Bids opened: Nov. 30, 1954. 
Award made: Nov. 30, 1954. 


Parts I 
List of bidders Location Part I Part II and II 
combined 


Commercial Ship Seattle $97, 313 
Jethlehem....... San Francisco...| 117,315 
Moore Drydock Oakland as 109, 400 
Coastal Marine. San Francisco.. 98, 500 | 
Triple A.... N 

Northwest Marine Portland........ | 
Albina Engineering. do. ' 
Bethlehem......... San Pedro 148, 863 
Do NS " San Francisco... 135, 349 
Puget Sound Bridge & ‘Dredging. м Seattle سیت‎ 99, 576 
Moore ee š San Francisco... 126, 900 
ИК مت‎ š | 4 87, 285 
k š 92, 650 


Evaluation of low-combined bid: 
Todd Shipyards, San Francisco $87, 285 
Interport differential 5, 15 


102, 438 


Evaluation of low-split bids: 
Part I bid: Coastal Marine 
Part II bid: Moore Drydock 
Interport differential 


Award made to Todd Shipyards, San Franciseo, on a combined 
basis; savings accruing to the Government through use of 
combined bid 28, 819 








36 MSTS BIDDING PROCEDURES 


$5. U. S. N. S. "Mission Capistrano" (T-AO-112) 


Bidding port: New Orleans, La. 
Bids opened: Dec. 2, 1954. 
Award made: Dec. 2, 1954. 










Parts I 
List of bidders Location Part I Part II and II 
combined 
ПО ن‎ неке WAG: O ت‎ 
SG љекар BUE чазы» 
Maryland SPE E 1. SSS anus. ی‎ es qaa hasta ME ecd "597, 000 
ПОКОРЕ осама њоме Ија и a dz ud 
Temss Bib Bepeie 5, ul... ыан ја 
ИРОНИ лол аи п من‎ WE; u as wi. ен са ћи 
Мона др bd da DEN M in eA iE КО ТАЙМ... کح چ‎ 
И) а aaa نف‎ Коса рай 
ТОНЕ... авва ОНО ос око 
Waterman Steamship Ti موی‎ Mohile..........} 74, 729 
Higgins Industries. .._.............-.- New Orleans....| 103,035 
Boland Machinery & Manufaeturing 1...............]..... скију 79, 622 | 





1 Small business. 


Evaluation of low-combined bid: 


Todd Shipyards, Inc., New Orleans, La.....................-. $106, 000 
BENE C Lo s ھی چن ھی ی ی و و ی ی ی یتور سو‎ 4, 495 
р ا‎ mike meal 110, 495 


= == 


Evaluation of low-split bids: 


Part I bid: Waterman Steamship Co., Mobile, Ala_.........-.-- 74, 729 
Part II bid: Maryland Drydock, Baltimore, Md............... 22, 000 
ООН КЕЛЕ و ویو‎ RAS RU m quii qd i s i o 37, 978 

NEMPE uaa aa aii nid iP MN s Go GRO Mp ap dini a oo HE MR US d ie 134, 707 


Award made to Todd Shipyards, Inc., New Orleans, La., on 
combined basis; savings accruing to the Government through 
و تی‎ CONUS DEAL вири ert 24, 212 





ER AROS oe 


VER Sec راب‎ 
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MSTS BIDDING PROCEDURES 


26. U. S. N. S. “Mission San Fernando” (T-AO 122) 


Bidding port: San Francisco, Calif. 
Bids opened: Dec. 20, 1954. 
Award made: Dec. 20, 1954. 


| 
Partsl 
List of bidders Location Part I Part II and II 
combined 


odd Alameda........ میلست‎ 
Moore Drydock Oskland........]..........] $50,100 
Bethlehem. ........... ..| San Francisco...| $96, 639 61, 229 
Pacific Ship Repair !.. 
Coastal Marine ! 


1 8mall business. 


Evaluation of low-combined bid: 
Moore Drydock, Oakland 
Interport differential 


LA ddl cie 132, 685‏ چو پیٗشججو лн дан оян уан ажаан E EEE‏ و وہ 


Evaluation of low-split bids: 
Pt. I bid: Pacific Ship Repair, San Francisco 87, 000 
Pt. II bid: Moore Drydock 50, 100 
BD ONERE iac qon or di osa o d i di i ite наводи ema ae ap a None 


Total 


Award made to Moore Drydock, San Francisco, on a combined 
basis; savings accruing to the Government through use of 
combined bid 


27. U. S. N. S. "Mission San Rafael’? (T-AO 130) 


Bidding port: San Francisco, Calif. 
Bids opened: Dec. 27, 1954. 
Award made: Dec. 28, 1954. 


Parts I 
List of bidders Location Part I Part ПЦ and II 
combined 


| 
Расте Ship Repair ! San Franciseo... 
وک بے رر‎ 0 hasp * do TANE LL edm 
Puget Sound Bridge & Dredging..... алију Иља ue dal ed $17, 500 
Moore Dry Dock akland.. ......|.. i 21, 610 
Todd... HON D u 5 ~ 
San Franciseo 


! Small business. 


Evaluation of 'ow-combined bid: 
Todd, Seattle 
Interport differential 


Evaluation of low-split bids: 
Part | bid: Pacific Ship Repair 
Part II bid: Puget Sound Bridge & Dredging 
Interport differentia! 


Award made to Todd Shipyards, Seattle, on combined basis; 
savings accruing to the Government through use of combined 


eee ———————————————À———À——— 


8, 317 


























38 MSTS BIDDING PROCEDURES 


28. U. S. N. S. "Mission Dolores" (T-AO 115) 


Bidding port: San Francisco, Calif. 


Bids opened: Jan. 19, 1955. 
Award made: Jan. 19, 1955. 

















Parts I 

List of bidders Location Part | | Part II and II 
combined 
"TUE La eL леви с Eos a BAM. Le eL Less $99,860 | $10, s $106, 760 
To. J KZ Suyu аа он San Pedro....... 106, 123 Вы b 
W Doig a A; Z S... ааа Oakland..... 95, 223 16, 485 111, 708 
Pacific Ship R Repair à аа نمرج‎ San Francisco... ОКО и ние 
Triple A 1 овим њене SUN aces oda SEE а and. 
Puget Sound Bridge & Е لسوت جک سرت تی‎ “Seattle. а 102, 904 
ПС ње Portland.. ни anaemia 146, 375 
ПИР M КОЗЫ i --фо............ DLL a dia edo MN 81, 192 
КИОТО аеннан іа do. ndi ہملس‎ 77, 900 
ооо ирнњење San Francisco...|.....-.-.-]--.------- 125, 002 

! Small business. 
Evaluation of low combined bid: 

В РОКОКО ..ouensonqeowmPepsoPEREPEPOr "eee $71, 900 
И ais О ака 16, 269 
Нана KA a ваа 94, 169 


L —— hn 


Evaluation of low split bids: 


Part I bid: Pacific Ship Repair, San Francisco. ................. 86, 000 
Part II bid: Moore Drydock, Oakland.....................-..- 16, 485 
ПОЛЛИ UE асова ааа њи њи قاط اج‎ 16, 778 

TUNE چ جرد ابو بک‎ псе па ће 119, 263 


Award made to Northwest Marine, Portland, on combined basis; 
ир ассгиїпд to the Government through use of combined 
Па но њи ан БА рани нам 25, 094 


29. 0. 5. N. S. "*T-AKL 35" 


Bidding port: Seattle. 
Bids opened, Jan. 3, 1955. 
Award made, Feb. 5, 1955. 


List of bidders Location Part I Part II and II 


———— — ——— ا‎ T  .-—. 








Todd.. анон ааны aana $79, 
Commercial hip Repai ландыша „ФӘ: „ьгаз»вав -| $100, 300 КО 4, 
Puget Sound Bridge & Dredging. ЊЕ. k а 

Lake Union Drydock Co.!. Saip ырдар 





1 Small business. 


The total of the split bids made by the Albina Engineering & Machine Works 
and the combined bid made by this company are the same. 

Award made to Albina Engineering & Machine Works. 

On this ship no savings accrued to the Government through the use of split or 
combined bids. 


а ا اج‎ A E A 
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MSTS BIDDING PROCEDURES 


80. .U. 8. N. 8. “Soubarissen” (T-AO 93) 


Bidding port: New Orleans, La. 
Bids opened, Mar. 9, 1955. 
Award made, Mar. 9, 1955. 


Parts I 
List of bidders Location and II 
combined 


Merrill-Stevens Jacksonville 
Bethlehem New York 
Baltimore 
| Mobile... | 
New Orleans.... 
New York 
Galveston 
Tampa می ہت‎ vum еу 
New Orleans....| $03, 747 | 
ПОЕ 
65, 000 | $18, 500 


1 Smal! business. 


Evaluation of low combined bid: 
Tampa Ship Repair & Drydock Co., Tampa, Fla 
MM EN Lacum pari m as rio octo wd perdit нагона 


79, 530 


Part II bid: Bethlehem Steel Co., Beaumont, Tex...............- 18, 500 
Interport differential 3, 830 


82, 400 


Award made to Tampa Ship Repair & Drydock, Tampa, Fla., on 
combined basis; savings accruing to the Government through 
use of combined bid 


ee ہہ می‎ EES E Oe See re cae یب‎ 


EE ce а ИРА NIU 


sed 








MSTS BIDDING PROCEDURES 


© 


81. 0. 8. 8. “Ођетоп" (Т-АКА 14) 


Bidding port: Long Beach, Calif. 
Bids opened, Mar. 25, 1955. 
Award made, Mar. 29, 1955. 
































Parts I 
List of bidders Location Part I Part II and II 
combined 
Bethlehem Terminal Island.................-..-..- San pes سس‎ "n 671 um 50 | $326, 888. 50 
К ВЮ بی یی ت‎ San Francisoo...].. 1, 465. 00 
Martinolich !- میں‎ San Diego ...... 
Pacific Ship Repair is San стене: x 
ا‎ Д Viehaus !.. nad» Ese 
rs Ship ро аис а. Sa: к نیرٹ ارت رم اتک‎ 
وھچ ھی ری وت‎ aga لس‎ § Рени 
"Triple AM LL a ane SIN ی‎ eid NNNM Leoni ic سم سیت‎ 
! 8mall business. 
Evaluation of low combined bid: 
ZEE eua eie dede me taies нь ыыы $278, 008 
Interport ME басне. 2, 832 
W о АА ИН می کم‎ Rh E AE r BR E 280 0 
Evaluation of low split bids: 
Pest I bids Pacite Bhip Ropale....22:22 2 cc 2222c22 22222222 178, 850 
ا تد را‎ Nen У ОСЕ 22ھ‎ 80888808089898980808080 71, 465 
WA DLL مر ریس سیر ری وش یشنم‎ дни 13, 797 
Е аанньа а ао 264, 112 
Award made to Pacific Ship Repair Co. and Moore Dry Dock Co. 
on split-bid basis; savings accruing to the Government through 
О Е Веера еее 16, 728 
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89. U. S. N. S. *Mission Loreto" (T- AO 110) 


Bidding Port: New Orleans, La. 
Bids opened, Apr. 13, 1955. 
Award made, Apr. 14, 1955. 


List oí bidders Location Part I | 


Parts 1 
апі П 


——— ——  — — 


| New York | $667, 592 

Galveston 664, 756 

Do New Orleans....| 677, 408 

Bethlehem Steel Baltimore 883, 900 
Beaumont......| 789,900 | 

Baltimore. ......| 714,000 

Gibbs Corp Jacksonville.... | 762,000 
Tampa Ship Repair !.................. کے تن شید‎ ае но 


24, 720 
20, 900 
30, 750 
30, 600 
23, 000 
30, 000 


$692, 312 
679, 640 
708, 158 
914, 500 
806, 300 
744, 000 
786, 000 
829, 203 


Alabama Dry Dock Co ПИ وچ رد چس پچ‎ Нил 708, 470 


1 8mall business, 


Evaluation of low combined bid: 
Todd Shipyards, Galveston 
Interport differential 


Evaluation of low split bids: 
Part I bid: Todd Shipyards, Galveston 
Part II bid: Todd Shipyards, Galveston 
Interport differential 


Award made to Todd Shipyards, Galveston, on a combined 
basis; savings accruing to Government through use of com- 


bined bid 


$679, 640 
7, 892 


687, 532 


664, 756 
20, 900 
7, 892 


693, 548 


6, 016 


Nots.—Work on the Mission Loreto includes renewal of approximately 2 million pounds of structural 














x 
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$3. U. S. S. "President Jcakson" (T-APA 18) 


Bidding port: San Francisco, 
Bids opened: Apr. 18, 1955. 
Award made: Apr. 21, 1955. 

















Parts I 
List of bidders Location Part 1 Part II and II 
| combined 

Bethlehem Stee! .....................................| San Francisco «m „| 3155, 001 $233, 492 
OO TRTE e ھی ان ت ی ی‎ San Pedro.......| $166, 197 | 152, 190 318, 387 
ЗОРИИ ننن ی ی ی نح ی‎ aiiis: WA... Los. SEAS 292, 300 
w с. T LLL. s. ë San Francisco ..| 104,000 سی شس ٹا‎ aM ee 
TES TOREM ны ње 06000. 1 ¿kasa aS 
Todd Shipyards. ....... Ов сеење 196, 220 
Willamette Iron & Steel. S. о вечно Е 1 186, 747 
ЗЛА 1. 8 о S s ss; u девы 236, 618 


1 Small business. 
? The interport differentia! for this yard ts $24,753, which makes the evaluated combined bid $211,500 


Evaluation of low combined bid: 








w Gi, A i A ыыы зә $196, 220 
w E X i; ی ی ت ی ی ی‎ o didi di Ead ui d а 525 

WI a S ی ی ی‎ wu оа 196, 745 

Evaluation of low split bid: 

я. Uu a bae asda a a 94, 940 
Part II bid: Bethlehem, San Francisco........................ 155, 001 
о E ai 525 

и 4e... 250, 466 





Award made to Todd Shipyards, Alameda, on a combined basis; 
savings accruing to the Government through use of combined 
ME ИО ата سی مھت‎ . 63 721 


34. U. S. S. "Thomas Jefferson" (T-APA 30) 


Bidding port: San Francisco. 
Bids opened: May 4, 1955. 
Award made: May 5, 1955. 





Parts 1 
List of bidders Location Part I Part I and II 
combined 
ПНО ی ی‎ быв 8an Francisco.. .|.......... $149, 004 $368, 155 
ود ت وی رر رٹ یں‎ Дабић وت‎ Ls aora са 
NE ON ینمی ی و‎ aD ںو‎ с ы 122, (46 281. 147 
TON ی د ن ی ی ت ی ی‎ Па 136, 312 295, 092 
Пе а ДАО наос ПИ аи کی یی ی‎ 265, 601 
م ی هی ت و‎ П РИ 1 саа 236, 720 
t Smal) business. 
Evaluation of low combined bid: 

В сына RE a ЕН $236, 720 
ПИОН е а креиран e шалан وس‎ SSAA 
MM (dU а ащ 236, 720 


Award made to Triple A Machine Shop on combined-bid basis. 
— received for only topside work, therefore, no combination on split-basis 
possible. 


O 
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SmaTHERS, from the Select Committee on Small Business; 
submitted the following 


REPORT 


INTRODUCTION 


During the past year, new and interesting trends and developments 
took place both within and without the framework of the Govern- 
ment’s procurement system, Through casework, studies, investiga- 
tions, and hearings, your committee has continued to serve as a 
watchdog of Government procurement and to keep abreast of these 
trends and changes. 

The committee has two primary interests in this field. The first 
is to see that the intent of Congress that small business receive a fair 
share of Government contracts is being successfully carried out by 
the purchasing agencies. The second is to determine the overall 
efficiency and effectiveness of the procurement system. 

Within the scope of these two general considerations, your commit- 
tee is sensitive to the many problem areas which plague proc urement 
offices, businessmen, and reviewing committees of the Congress -in 
the day-to-day operation of Government buying. In this report, 
your committee will discuss both general and specific problems and 
attempt to evaluate what degree of success there has been within the 
past year to reach practical solutions. 

Perhaps the most perplexing single factor which presented itself 
was the comparatively restricted buving programs of the military 
departments during the past year. The militar y procurement report 
of your committee ‘for 1954 drew attention to this general problem in 
the following terms: 

With the termination of the Korean war, it became obvious to the com- 
mittee that military buying would taper off. The effects of this reduced-buying 


program may be reflected in the small business community during the coming 
months. 


Your committee is pleased to report that the purchasing agencies 
of the Government were also aware of this overriding problem and 
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have taken some very constructive measures to soften the impact on 
small-business firms. These measures will be considered within the 
report. 

Your committee at its hearings this year heard from representatives 
of the Department of Defense, Army, Navy, and Air Force. These 
witnesses presented testimony on both general and specific problems 
and gave a detailed accounting of the small business programs within 
each department. 

The committee received valuable testimony and assistance from the 
General Accounting Office. As the guardian of the expenditure of 
public funds, this agency is in an excellent position to evaluate the 
procurement programs and procedures of the various agencies. The 
continued friendly cooperation of this agency has been of great 
assistance to the members of the committee and its staff. 

Two other important purchasing agencies were called to outline 
their programs by which they carry out the intent of Congress in 
relation to small business participation in Government contracts. 
Both the General Services Administration and the Atomic Energy 
Commission gave a forthright accounting of these programs. 

Your committee has attempted to present an objective evaluation 
of the status of Government procurement. 


CHAPTER I. DEPARTMENT OF DEFENSE SMALL BUSINESS PHILOSOPHY 


Throughout the years, one method employed by your committee 
in analyzing the success or failure of the military small-business pro- 
gram has been to take a barometer reading of the prevailing philosophy 
of those who formulate policy within the Department of Defense. 

During the hearings this year, Mr. Thomas P. Pike, Assistant 
Secretary of Defense (Supply and Logistics), disclosed the current 
thinking in regard to the position of small business as it relates to the 
purchasing activities of the Army, Navy, and Air Force. 

Mr. Pike pointed to three major avenues through which he can 
assist small firms to get their fair share of defense contracts. "These 
avenues are— 

1. The formulation of good, sound policy. 

2. The stimulation of enthusiasm and determination in those 
charged with carrying out these policies. 

3. The wholehearted cooperation with Congress, the Small 
Business Administration, and other agencies of Government which 
have related responsibilities. 

Mr. Pike, through his testimony, showed an awareness of the intent 
of Congress that small business shall receive a fair share of defense 
contracts. He pointed to Department of Defense Directive 4100.10 
dated December 16, 1954, as a magna carta of the basic rights of 
small business, which serves as a guide for all personnel charged with 
the responsibility of carrying out a sound and efficient procurement 
program. Your committee looks upon this new directive as a top- 
level policy statement, which, if effectively implemented and carried 
out, will go a long way in supporting the intent of Congress. 

Mr. Pike also showed there was full realization that the mere 
writing of a policy statement in and of itself is not the answer. With 
this the committee fully agrees. That is the first constructive step. 
From:that point on, every effort must be made to make sure that 
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those in responsible positions carry out the policy in detail during 
each day of activity. This would entail the сине indoctrination 
and training of personnel aimed at developing an enthusiastic support 
of the policy by purchasing personnel. Mr. Pike recognized that by 
listing it as the second avenue he is pursuing in his three-point pro- 
gram. Your committee has read many fine directives which have 
stated sound policy in the past. But due to lack of education, 
orientation, and aggressive pursuit of the policy, it has withered and 
vanished with no appreciable results. Your committee was impressed 
with the sincerity and candor of Mr. Pike and believes that he can 
and will offer the type of leadership which will make the new directive 
an effective part of the overall philosophy of the Department of 
Defense. 

In reference to Mr. Pike’s third avenue of approach, your committee 
has already seen evidence that cooperation with Congress, the Small 
Business Administration, and other Government agencies is being 
employed by the Department of Defense. Here again, however, this, 
feeling and desire must be transmitted down through the chain of 
command and through the maze of departments and bureaus within 
the Department of Defense. 

There have been times when the committee has not received the 
type of cooperation which instills confidence in the procurement 
program of the Department of Defense. During a separate hearing 
this year which involved the letting of contracts by the Military Sea 
Transportation Service, the head of that agency attested to the effec- 
tiveness of his small-business program. In backing up his statement, 
he informed the committee that within recent months, he had been 
criticized before an Assistant Secretary of the Navy for giving too 
much work to small shipyards. This would tend to represent a 
negative attestation as to what is being done for small business through 
the purchasing departments of Government agencies. However, the 
committee cannot condone this type of thinking and was happy to 
hear Mr. Pike take an affirmative and constructive approach to this 
particular area of his official duties. 

Your committee was encouraged by the desire evidenced by Mr. 
Pike to bring about a close and cooperative working relationship 
between the Department of Defense and the Small Business Admin- 
istration. The Congress has given a mandate to the SBA to perform 
in the area of procurement as a partner with the Department of 
Defense. This committee and others in the past have voiced their 
concern over an apparent reluctance on the part of the Department 
of Defense to enter into such a partnership. 

It was most reassuring to hear Mr. Pike state: 

Well, it is my firm intention to make this job of Mr. Barnes and of the Small 
Business Administration as easy and as productive of worthwhile results as we 
in Defense possibly can. 

The committee was shown immediate evidence of this desire. It 
was apparent that in drafting Department of Defense Directive 4100.10 
the Small Business Administration was consulted and requested to 
take an active part in the formulation of this basic policy directive. 

In addition, the committee was informed that a representative of 
the Small Business Administration has been installed at the Pentagon 
on a full-time basis. This is another act which illustrates the growing 
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cooperation between two Government agencies charged{by the Con- 
gress with mutual duties in a given field of activity. 

It was not made exactly clear how much authority the SBA repre- 
sentative has in the area assigned to him, However, Mr. Pike did 
say that: 

Mr. Haugh sits in on the meetings of the Small Business Advisers of the military 
departments, and his suggestions are taken into account in the development of 
small-business policy in just the same way that any others are. In this way, the 
Small Business Administration is now enabled for the first time to sit right in on 
the formulation of policy and to make any suggestions they think appropriate, 
and they are informed as to why we make or do not make any specific decision in 
a particular way. This arrangement is a new one, and it has not yet had time to 
really prove itself to the maximum, but it is certainly off to a good start, and I 
am optimistic that it is going to afford the Small Business Administration its 
first real opportunity to be effective in something like the way I feel the Small 
Business Act of 1953 visualized. 


The committee hopes that a new concept of joint activity in behalf of 
small business is being formed. 

There are other major events which have occurred during the past 
year which shed some light on the present thinking of the Depart- 
ment of Defense and the small-business program. Chief among these 
is another policy statement issued for the first time on April 19, 1955 
before your committee. This statement of policy deals with the sub- 
contracting facet of the overall procurement program and has become 
a vital i integral part of the program and deserves close attention. 
Your committee, therefore, will devote a subsequent chapter of this 
report to the subject of subcontracting. At this point, it should be 
said that the testimony from the Department of Defense this year 
showed a clear understanding of the importance of subcontracting 
opportunities to small firms. 

Another important step was taken during the past year to clear up a 
question raised at last year’s hearings. During the period of time 
from 1952 through 1954, the Department of Defense had developed 
for statistical reporting purposes the category of ‘‘suitable for award 
to small business" in calculating the success or failure of the military 
small-business programs. This committee last year took exception 
to that terminology and the use of it, even though for statistical 
purposes. In its report of last year, the committee pointed out its 
concern over this matter in the following manner: 

The committee has two chief concerns with the use of suitability criteria in 
ascertaining the percentage of business going to small firms. The first concern 
is the possible misinterpretation of the term itself. The second area of concern 
stems from the fact that there is a possibility that certain items will not be opened 
up to small business. 

The committee learned this year that the ‘suitability’? method of 
analyzing statistics has been abandoned. In its place, there has been 
substituted a simpler and what promises to be a workable system. 
All awards under the new plan fall into one of four classifications. 
These are— 

(a) Awarded to small business; 

(6) No known small business suppliers; 

(e) Awarded to sole source, large business suppliers; and 

(d) Offered to small business but awarded to large business for 
specified reasons. 

The effectiveness of such a system will not be known until next 
year’s hearings, but the committee received testimony from spokesmen 
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of the Army, Navy, and Air Force that they will be able to arrive at 
accurate appraisals of the effectiveness of their efforts in behalf of small 
business with the new reporting plan and that it will do away with the 
problems involved in the "suitability" analysis. This action by the 
Department of Defense tends to show a willingness to change and 
adopt new innovations and plans which are designed to improve and 
strengthen the small-business program of the Department. 

Your committee has attempted to point out in both general and 
specific terms some of the developments within the Department of 
Defense during the past year which must stand as encouraging signs 
that within the Department of Defense, there is a definite philosophy 
which recognizes the role which small business must play in military 
procurement. 

Any relaxing in this program or any tendency to rest on oars now in 
the sea of procurement activity would be most damaging not only to 
the morale of small business but to the economy of the small-business 
community and, in turn, to the Nation’s overall economy. Increasing 
efforts must be made to insure that small business receives its just 
and fair share of Government contracts. In that way, an integral 
part of our mobilization base will be preserved, and our free, com- 
petitive economy will be strengthened. 


CHAPTER II. SUBCONTRACTING 


Historically, the subject of subcontracting in military procurement 
has been overshadowed by the emphasis placed on the award of prime 
contracts to small-business firms. Congressional intent that small 
business receive a fair and just share of defense contracts has always 
been expressed in terms of prime contracts. Your committee and other 
congressional committees have continually stressed the importance of 
getting prime contracts into the hands of small business. This is the 
basic approach which will continue to be followed. However, closely 
related to the procurement program and the share of contracts awarded 
to small business is the general subject of subcontracting. 

In times of all-out production such as we experienced in the period 
from 1942 through 1945 and the period from 1950 to 1953, the subject 
of subcontracting does not attract much attention. Obviously in 
such times small firms participate in the production effort with prime 
contracts. Subcontracting opportunities are numerous, and large 
concerns actively seek out efficient small producers to assist in pro- 
ducing component parts or subassemblies on a subcontract basis. 

However, when military expenditures are reduced and purchasing 
is on the decline, this entire picture changes. A chain reaction sets in 
which has a serious impact on the small firm. Less prime contracts 
are available so that competition between small firms is more severe, 
and small business must compete with more large firms. This results 
in a decrease in prime contracts going to small firms. At the same time, 
large business, in order to keep plants operating efficiently and pay- 
rolls up, will offer less and less subcontract opportunities. This, in 
turn, results in a further reduction in work available to small-business 
concerns. If no effort is made to counter these trends, many small, 
efficient producers will be forced to close their doors. This has the 
effect of not only depressing our economy but also of depriving the 
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Nation of an important link in defense production in times of 
— 

'The solution to this problem is not an easy one. Your committee 
recognized this problem in 1952 and made an extensive survey and 
investigation of prime contractors working on military contracts in 
various parts of the Nation. "The result of this survey and investiga- 
tion was reported to the Senate and to the Department of Defense. 
Since that time, the Army, Navy, and Air Force have all followed sep- 
arate plans to establish a subcontracting program within the plants of 
their prime contractors. 

These attempted solutions have met with various degrees of success 
and failure. At no time was there a clear and concise statement of 
policy in this field from the Department of Defense, until on April 19, 
1955, the Department of Defense submitted to your committee its 
new policy directive on subcontracting. The committee members 
welcomed this forward step and discussed the policy extensively with 
the witnesses before the committee. Your committee feels that it 
should be placed in the report at this point in its entirety. 


Number: 4100.20 
Date: April 19, 1955 


DEPARTMENT OF DEFENSE INSTRUCTION 


Subject: Department of Defense Small Business Subcontracting Policy 
Reference: (a) Directive 4100.10, Revised Department of Defense Small Business 
Policy, 16 December 1954 


I. Purpose 

The purpose of this Instruction is to set forth the policies of the Department of 
Defense with respect to subcontracting to small business concerns, supplementing 
the General Policy Statement of reference (a). 


II. Definitions 

A. A small business concern is one which, including its affiliates, employs, in 
the aggregate, fewer than 500 persons. This definition shall be in effect for all 
procurement matters and those directly related to procurement, subject to 
modification by the Small Business Administration. 

B. For the purpose of this Instruction, the term ''subcontracting" refers to 
procurement by a business concern (including nonprofit organizations) of any 
article, material or service entering into the performance of a contract for defense 
articles or services received by that business concern from a Military Department 
or from another business concern. 


III. General policy 

It is the declared policy of the Department of Defense that a fair proportion of 
the total purchases and contracts for supplies and services for the Department 
of Defense shall be placed with small business concerns, whether as prime con- 
tractors, subcontractors or suppliers. With respect to subcontracting, this will 
be accomplished by measures designed to assure that small business concerns 
are afforded an equitable opportunity to compete for defense subcontracts within 
their capabilities. 


IV. Specific policies 

A. The Military Departments shall insert in all cost type and fixed price supply 
or service contracts and in all construction contracts, in amounts exceeding $5,000 
(except contracts to be performed substantially outside continental United States), 
a clause requiring the contractor to subcontract to small business concerns the 
maximum amount that the contractor finds to be consistent with the efficient 
performance of his contract. 

B. Each business concern hereafter receiving a prime contract in excess of 
$1,000,000 (except contracts to be performed substantially outside continental 
United States) which, in the opinion of the procuring activity placing the contract, 
offers substantial subcontracting possibilities, will be urged by the procuring 
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activity to establish and conduct a “Defense Subcontracting Small Business 
Program” as a means of carrying out the General Policy herein stated, and as a 
means of implementing the clause referred to in Section IV A of this Instruction 
and stated in Section 7—104.14 of the Armed Services Procurement Regulation. 
This “Defense Subcontracting Small Business Program” will include as a minimum 
the following provisions: 

1. The designation of an executive of the company or plant as its Small Business 
Liaison Officer. He will be the contact man with the procuring activity and 
officials of the Small Business Administration on matters related to small business 
participation., He will be charged by the contractor with assuring that the com- 
pany or plant carries out the small business subcontracting clause in its contracts, 
and will be responsible for the establishment of an effective ‘‘Defense Subcon- 
tracting Small Business Program" within the company or plant. 

2. The publication within the company or plant of the “Defense Subcontracting 
Small Business Program" of the company, including the policies and procedures 
appropriate to accomplish its objectives. 

3. The adoption by the company of procurement policies designed to assure that 
small concerns will have an equitable competitive opportunity to secure defense 
subcontracts, including, but not limited to: Policies and procedures with respect 
to solicitations, time for the preparation of bids, quantities, specifications, delivery 
schedules and the making of awards which will invite and enable participation by 
small concerns. 

4. The maintaining of records showing as to each prospective subcontractor 
on the source lists whether or not it meets the Department of Defense definition of 
a small business concern. 

5. The placing in subcontracts (which in the opinion of the procuring contractor 
offer substantial small business subcontracting opportunities) of the small business 
subcontracting clause appearing in his own contract. 

6. The requesting of major subcontractors (whose contracts, in the opinion of 
the procuring contractor, offer substantial small business subcontracting oppor- 
tunities) to establish and conduct ‘Defense Subcontracting Small Business Pro- 
grams" meeting these requirements, 

7. The utilization of such information related to potential small business 
sources as is furnished by the appropriate offices of the Department of Defense and 
the Small Business Administration. 

8. Submission to the procuring activity of such information on subcontracting 
to small business as may be called for on forms provided by the procuring activity. 

C. The Military Departments, through their small business specialists or 
otherwise, will take such measures as may be necessary to determine the adequacy 
of a contractor’s ‘‘Defense Subcontracting Small Business Program,” and in the 
event deficiencies are noted will bring them to the attention of the appropriate 
Small Business Liaison Official of the contractor with an appropriate request for 
corrective action. 

D. Each Military Department shall maintain a record of the extent of subcon- 
tracting and subcontracting-to-small-business-concerns accomplished by com- 
panies which adopt ‘‘Defense Subcontracting Small Business Programs’’ under 
Section IV B of this Instruction. Such reports shall be compiled from the forms 
referred to in paragraph IV B 8 above. In cases where companies do not adopt 
‘Defense Subcontracting Small Business Programs,” or adopt them but do not 
furnish subcontracting reports, the record of the Military Department shall list 
the company for the period in question as “Not reporting." 

E. The data on subcontracting to small business by defense contractors com- 
piled under the preceding section shall be transmitted to the Assistant Secretary 
of Defense (Supply and Logistics) semiannually for consolidation into a Depart- 
ment of Defense-wide record of defense subcontracting. 


V. Departmental implementation 


The Secretaries of the Military Departments shall take action to implement 
this Instruction immediately, and shall submit revised regulations, procedures 
and instructions in duplicate to the Assistant Secretary of Defense (Supply and 
Logistics) within sixty (60) days of the date of this Instruction. 


VI. Effective date 
This policy is effective sixty (60) days from date of issuance. 


T: Pi Piin 
Assistant Secretary of Defense (Supply and Logistics). 
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Questioning of witnesses revealed the thinking behind the statement 
and some of the practical difficulties involved. Under the heading 
“Specific policies,” it will be noted in paragraph A that nothing new 
has been added. This type of clause is now contained in the contracts 
mentioned. Everyone agrees that the mere insertion of a subcontract- 
ing clause in a contract is no assurance that the policy will be carried 
out. 

The question of enforcement is then raised, a subject which your 
committee has discussed in prior hearings and reports. Suggestions 
have been made to the committee that a fixed percentage of sub- 
contracting should be enforced with every contract. It has also been 
suggested that the prime contractor be required to name subcontract- 
tors which he will use before the contract is awarded. Still a further 
suggestion has been made that either or both of the suggestions 
should be written into law by the Congress. 

In consideration of those suggestions, immediate problems present 
themselves. Who can calculate the percentage of contracts which 
must be let out on subcontracts? What will the percentage be? 
Will it be a general figure to apply on all prime contracts? Will each 
contract have to be considered separately and a percentage fixed 
accordingly? There is another serious consideration which must be 
kept in mind when considering these suggested solutions. When the 
Government awards a contract, it gives to the contractor the respon- 
sibility of producing the item according to delivery schedules set down 
and according to specifications. How far can the procuring agency 
then go in determining what portion the prime will produce, and how 
much shall be accomplished by subcontractors? Who will be held 
responsible for the cost involved in delayed production or inferior 
equipment delivered? 

The committee feels that the new policy statement presents the 
best immediate solution to the questions presented. It will be noted 
that in paragraph B of specific policies, the prime contractors will be 
urged to set up a small-business program designed to assist the Depart- 
ment of Defense in carrying out its subcontracting program. 

Your committee realizes full well, however, that an intensive pro- 
gram of implementation, orientation, education, and pressure will 
have to be launched by the Army, Navy, and Air Force immediately 
to make this program work. 

No accurate appraisal or evaluation of the success of the program 
will be available before next year. However, on the basis of past 
activity, some speculation is in order. 

Army witnesses testified that the most accurate estimate they have 
on the number of subcontract dollars going to small business from 
Army prime contractors is 24 percent. 

Mr. R. H. Fogler, Assistant Secretary of the Navy, stated that 
during the period from 1950 through the first 6 months of fiscal 1955, 
approximately $5 billion has been given to small firms through first- 
tier subcontracts from Navy prime contractors. Other Navy wit- 
nesses gave the committee more specific figures on the Navy sub- 
contracting program. A spotcheck was made which covered the first 
6 months of fiscal 1955. It was found that the Navy spent a total of 
$2,907 million during this period. First-tier subcontracts gave small 
firms 13.9 percent of the total. In addition, it was estimated that an 
additional 7 to 12 percent was awarded to small firms on lower than 


Xue 





Pe 


Exin 


Мо ra e‏ بج 


SRE: 
HSE 


Su x: 


p ел‏ وا 


ا 

























7ت .وہ وہ ںا 




































MILITARY PROCUREMENT, 1955 9 


first-tier subcontracts. The latter percentage is an estimate which 
cannot be considered too strongly. Mr. Fogler drew attention to the 
fact that the Navy was presently concerned that the percentage of 
awards to small business on subcontracts had declined since fiscal 1954. 
The committee was pleased to learn that Mr. Fogler has written 
personally to 250 major Navy prime contractors, pointing out this 
decline and calling for affirmative action to reverse the trend. 

In further discussing the subcontracting program, Mr. Fogler 
pointed out that Radio Corporation of America, as a Navy prime 
contractor, uses 7,500 suppliers from 43 States and that 80 percent of 
the suppliers are small firms. Bethlehem Steel Corp. has revealed 
to the Navy that it has 25,000 subcontractors and that 24,000 employ 
less than 500 people. 

The Air Force pointed out that it has already begun a subcontracting 
program designed to increase the number of Air Force dollars going 
into small plants. During the past 2 years, the Air Force has held 
8 meetings with its prime contractors in an attempt to bolster its 
program. An Air Force study was made of the first 1,000 B-47 
bombers produced by Boeing. This study revealed that 3,050 small 
concerns and 780 large firms contributed in the production of the 
1,000 planes. These firms were located in 35 States. In considering 
the dollars which went to small firms, the Air Force lumped the dollars 
spent on the 1,000 planes by Boeing and the dollars spent by 2 other 
companies who produced the 1,000 fire-control systems and the 6,000 
J-47 jet engines—$590 million was retained by the three primes; 
large subcontractors received $964 million. The total amount 
awarded to small subcontractors was $386 million, or 21.4 percent. 

In further analyzing its own subcontracting program, the Air 
Force revealed that an experiment was run during the last 6 months 
of calendar 1954. The Air Force drew up a subcontracting report 
form and requested six of its major prime contractors to cooperate by 
furnishing the following information: 

(a) ) How much was subcontracted to small firms; 

(6) How much was subcontracted to large firms; 

(c) How much was retained by the prime; and 

(d) Relation of the above to the total work done during the 
6-month period. 

Three of the companies were in the airframe business, 1 in jet 
engines and 2 in electronics. 

l'he total performance dollar reported on was $637 million for the 
6-month period. The primes retained 43 percent; let 33 percent to 
large subcontractors; and let 24 percent to small subcontractors. 
A check of first- and second-tier subcontracts with the larger sub- 
contractors revealed that an additional 3 percent was subcontracted 
to small firms. The Air Force pointed out that prior surveys showed 
a 21-percent figure of subcontracts going to small firms during a 
period of 1950 through 1952. 

It is readily seen from this brief study of subcontract statistics 
that the percentage of subcontract dollars going to small firms 
ranges anywhere from 13 to 27 percent. It is “difficult to determine 
at this writing whether these figures represent what one would look 
upon as a normal subcontracting percentage to small business or 
whether it was unduly small or large. 
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' It is apparent that if the new subcontracting program is going to 

work, it must have the complete backing and endorsement of the 
Army, Navy, and Air Force, and the prime contractors of these 
three departments. The program will also have to have the con- 
tinued active and aggressive backing of the Supply and Logistic 
Secretaries of the Department of Defense, the Army, the Navy, and 
the Air Force. Your committee hopes that these people will not 
merely give lip service to the new policy but will actively promote it 
at every opportunity. 

The program will give the committees of Congress the first oppor- 
tunity to review extensive findings and statistics of the number of 
dollars going to small firms on gubsontracte. Up to this time, there 
has only been material gleaned from spot-check surveys and studies. 

Your committee endorses the new subcontracting program and 
expects that the percentage of subcontract dollars going to small 
firms will increase as the program is implemented and becomes 
established. 

CHAPTER III. PROGRESS PAYMENTS 


For the second straight year, your committee called upon the De- 
partment of Defense to state its policy concerning the use of progress 
payments in financing Government contracts. This subject was 
discussed at last year’s hearings because a good deal of confusion had 
resulted from various directives published by the Department of 
Defense. 

There was no statistical information available at the hearings in 
1954 and the committee could not come to any definite conclusions. 
It, therefore, indicated that the subject would be further pursued this 
year and that it desired some statistical analysis of the use of progress 
payments. 

Mr. John S. Bachman, chairman, Contract Finance Committee, 
Department of Defense, came before your committee and submitted 
a statistical report on the use of progress payments. Your committee 
was told that this was the first time such a statistical summary has 
been compiled. The committee members feel that such a study 
should continue to be made and should be made available upon 
request to reviewing committees of the Congress and interested 
agencies of the Government. 

The following exhibits illustrate the extent to which progress 
payments are being used: 
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Summary of progress payments on prime contracts at Dec. 31, 1954 (not including 
public works construction) 


Total, Defense 


| 
| Department 


Army Navy | Air Force 


1,028 


384 | 


| 
| 
| 
| 
| 


standing progress payments. .... | 
. Number of small-business contrac- 
tors with outstanding progress | 
payments... | | 246 | 243 | 689 
. Small-business percent of contrac- | | | 
tors with progress payments | 33.4 | ) 59 | 67 
. Number of contracts with progress | | | 
payments outstanding | : ‚ 035 | š 2, 358 
Number of small-business contracts | | | | 
with progress payments ош | | | 
standing 26 2 | 1 | 1,033 
. Small-business percent of contracts | | | 
with progress payments 59. 6 39 | 43.8 
. Face amount of contracts with out- | 
standing progress payments $2, 007, 202, 232 |$11, 396, 233, 839 $15, 092, 657, 000 | $28, 496, 093, 071 
. Face amount of small-business con- | 
tracts with outstanding progress | 
payments $121, 705, 829 | $513, 106, 010 $306, 708, 000 | $941, 519, 839 
. Small-business percent of face | 
amount of contracts with out- | | 
standing progress payments. 6.1 4.5 | 2 3.3 
. Progress payments outstanding. $103, 567, 762 | $2, 352, 609, 580 | $1, 981, 900, 000 $4, 438, 077, 342 
. Progress payments outstanding | | 
with small business $22, 494, 705 | $249, 443, 302 | $38, 585, 000 $310, 523, 007 
. Pereent progress payments out- 
standing with small business.... 21.7 10. 6 2 6. 99 


| 

. Number of contractors with out- | 
| | 

| 


Progress payments, by procuring activity, at Dec. 31, 1954 (not including public 
works construction) 


Small business Other than small business 


Numbe a -rogress N > š ^?rogres 

umber Face amount а سپ‎ umber Face amount Progress 
of con- of contracts | Payments of con- of contracts payments 
tracts К outstanding tracts TT outstanding 


Chemical Corps. | | ; ‚ 890, 413 $792, 074 | 4 $568, 763 $346, 508 
Engineers....... š 23. 866, 739 6, 838, 037 34 | 7, 815, 457 | 3, 782, 519 
Ordnance 3| 35,040,547 | 4,342,138 : 1, 408, 327, 274 | 20,438, 271 
Signal Corps... | 56, 746, 009 10, 291, 431 3 463, 490, 923 | 56, 456, 462 
‘Transportation Corps.. , 162, 121 231, 025 5, 293, 986 49, 297 
BUSHIPS: | 

cone 317, 341, 040 | 209, 451, 460 1, 482, 490,628 | 759,117,300 

Other... ч 96 ‚ 586, 801 21, 920, 318 3: 561, 043, 283 99, 855, 813 
BUAER.... К 57 57, ‚ 141 7, 818, 936 273 7,918, 873, 648 | 1,129, 720, 561 
BUORD.... 5 50, 079, 439 5, 730, 618 | 905, 046, 453 | 110, 666, 726 
BUSANDA : 5, 464, 192 1, 614, 700 | | 2, 018, 483 | 1, 898, 856 
BUDOCKS.... 3, 146, 726 453, 939 |....... Mis noo Sero Rid 
Marine Corps..... | t , 987, 969 366, 384 | = نین‎ ER 
ONR.. 16 5, 896, 076 1, 005, 146 1, 532, 108 | 199, 166 
ASO Phil: adelphia i 13 3, 462, 626 1,081,801 | 25 12, 123, 226 1, 707, 856 
Air Materiel Command 370 | 306, 708, 000 38, 585, 000 516 785 1, ‚943, 315, 000 


Total.... ма ° 4 1, 033 941, 519, 839 | 310, 523, 007 325 | 27 7, 554, 5 73, 232 | 4, 127, 554, 335 


| 





NOTE.—All Air Force dollar figures are rounded to thousands. 
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The figures show that as of December 11, 1954, there were 1,028 
contractors with progress payments. Sixty-seven percent of them 
were in the category of small-business contractors. An analysis of 
the number of contracts with progress payments outstanding shows 
a total figure of 2,358 contracts. The small-business percent was 
43.8. In considering contractors and numbers of contractors, these 
percentages indicate that small business enjoys a rather large share. 
However, when the face amount of the contracts involved is con- 
sidered, the statistics show that the total face amount of contracts 
with progress payments outstanding is $28,496,093,071. The face 
amount of contracts held by small business with outstanding progress 
payments is only 3.3 percent of the total. It is also to be noted that 
out of the total of $28,496,093,071, which is the total face amount of 
contracts with progress payments outstanding, $28,180,876,414 is 
outstanding on contracts of over $1 million. It is a well-established 
fact that very few small business firms receive contracts with a face 
amount of over $1 million. Your committee observes that large 
business is still receiving the lion’s share of progress payments. Your 
committee feels that small suppliers must not be penalized by being 
denied progress payments. Neither should they be denied a contract 
on the basis that they request and need progress payments as a 
financial assist in performing on the contract. 

In his testimony, Mr. Bachman assured the committee that the 
three services have adopted a uniform implementation of the progress 
payments directives issued by the Department of Defense. 

Mr. Bachman stated that the policy of the Department of Defense 
is to discourage the use of progress payments on small contracts held 
by large prime contractors. He said that as far as small contractors 
were concerned, the policy was to utilize progress payments whenever 
they were needed and justified whether the contracts held by the 
small producer were large or small. Mr. Bachman also said that all 
complaints concerning the use of progress payments are immediately 
checked to determine if the use of progress payments is advisable. 


CHAPTER IV. SPECIFIC PROBLEM AREAS 


Any system as vast and complex as the present-day military pro- 
curement program will always be plagued with certain inherent prob- 
lems which wall be reflected from time to time in specific procurement 
actions. Whenever your committee comes in contact with these 
problems, the purchasing agency is contacted and requested to take 
remedial action. Some of these problems which seem to live with 
procurement are “emergency” procurements, unrealistic delivery 
schedules, inadequate specifications, and unrealistic requirements of 
items. 

All of these problems have been thoroughly discussed in prior 
reports of the committee, but continued complaints justify additional 
brief comment at this time. 


A. EMERGENCY” PROCUREMENTS 


In any discussion of procurements which are termed “emergency,” 
a distinction must be drawn between those procurements made in a 
time of national emergency and those individual procurement actions 


66082—55—— 8 





14 "MILITARY "PROCUREMENT, 1955 


which are considered to be in an emergency category in a period of 
time when there is no urgent national emergency. No one will quarrel 
with the proposition that when this country is at war, or in a period 
of accelerated defense production, many procurement actions must 
be considered to be in the nature of an emergency. However, during 
the past 2 years, when the general climate has not been looked upon 
as containing the elements of general emergency, there are certain 
procurement actions which have been termed “emergency” actions. 

These cases are usually brought to your committee's attention 
through the protest from a small concern on the grounds that the 
terms of the procurement action are such that small business is pre- 
cluded from submitting an invitation or proposal. In such an action, 
it is characteristic that the delivery schedules are so short that a small 
firm ċould not meet them. The justification for the short schedule is 
that the procurement is in the nature of an emergency. 

Your committee has investigated these complaints and has found 
that in some cases no emergency exists at all; in some, time is a ques- 
tionable factor; and in some there is an actual and immediate need for 
the item in question. 

Your committee cannot condone any case where a determination of 
emergency is made without sufficient facts to back up such a decision. 
This is evidence of poor planning. Such actions usually play into the 
hands of those companies who might be considered sole source sup- 
pliers, those who have Government-owned equipment in their plants 
which can be used immediately to produce the item desired, or those 
who might have produced a run of the same equipment in the recent 
past. These procurements also lead to waste and undermine the 
underlying principle inherent in procurement that, whenever possible, 
it is the duty of the purchasing agency to get the best possible product 
at the least cost to the Government and the taxpayers. 

Recently, your committee investigated a complaint from a small 
manufacturer that the Navy was procuring a training device on an 
emergency basis. In discussing the case with the Navy, the com- 
mittee was told that the items were being purchased for another 
agency and that the Navy was told it was an emergency procurement. 
The Navy had not gone back to the requesting agency to investigate 
fully to determine whether a legitimate emergency existed. The pro- 
curement was negotiated, and only one company was solicited for a 
proposal. This case illustrates some of the ramifications involved in 
such actions. It was seen that there was not the necessary planning 
which would have easily eliminated the emergency nature of the 
action. Only one company was contacted for negotiation, so that 
the Navy did not have the advantage of competition to establish a 
fair and reasonable price. Many other firms which might have been 
able to produce the item as efficiently and as well as the one company 
considered were eliminated at the outset. 

Your committee did not feel that in view of all the facts presented 
by all parties, it could demand that the procurement action be can- 
celed. However, your committee did receive a commitment from the 
Navy that in the future this particular item would not be purchased 
under similar circumstances and that solicitation would be sought from 
miore companies, Your committee will watch the next procurement 
of these items with extreme interest. 

In its testimony before the committee this year, the General 
Accounting Office pointed out another interesting aspect about time 
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requirements and delivery schedules in procurement. Mr. J. E. 
Welch, Assistant General Counsel of the General Accounting Office, 
discussed the award of a contract for the alteration of a room at the 
Army Medical Center. In that case, the invitation for bid did not 
state that time would be of the essence. Bidders were requested to 
set their own completion time unless a maximum time was specified 
in the special conditions of the invitation. No special conditions 
were forthcoming in the invitation. Mr. Welch then related: 

As a result, the bidders could only conclude that the time of completion would 
not be a factor in evaluating bids. The low bidder offered to complete the work 
within 100 days. The Government accepted the next higher bid because that 
bidder offered to complete the work within 45 days. The work was not completed 
within 45 days, however, or even within 100 days. The actual time of completion 
was about 193 days. Although the Government did not receive the earlier com- 
pletion for which it had agreed to pay a premium, since the contract did not 
contain a provision for assessing liquidated damages for the late completion, no 
such damages could be recovered. 

This case illustrates another regrettable facet of the emergency 
problem. In the instant case, there was no indication of emergency 
in the initial invitation for bids. But when the bids were opened, 
it was then apparently decided that time was of the essence. As a 
result, the spirit of the procurement laws and regulations was violated, 
and the taxpayers paid more for the alteration than they should have. 

Having pointed up the nature of the emergency problem and the 
ramifications involved, it is only fair to state that all officials appearing 
as witnesses at this year’s hearings recognized the seriousness of the 
problem and displayed a willingness to correct it. Your committee 
feels that it would be valuable to point out certain specific statements 
and actions which show that the people in authority have already 
done something to solve the problem. 

In discussing the subjects of delivery schedules, emergency procure- 
ments, and adequacy of data upon which to base a bid or proposal, 
Assistant Secretary of Defense Pike stated: 

We have recognized that it is the responsibility of the military departments to 


handle procurements in such a way that these considerations will not deprive a 
small-business concern of an equitable competitive opportunity. 


Mr. Pike went on to point out that in Department of Defense Directive 
4100.10, these matters are specifically set forth. On the matter of 
time and emergency, that directive reads in part: 

Sufficient time, consistent with military necessity, is allowed to enable potential 
Sources as well as established sources to adequately prepare and submit their 
quotations. 

Assistant Secretary of the Army Higgins told the committee: 

* * * Situations have developed—and undoubtedly will continue to develop— 
where an emergency results in a procurement wherein either specifications or 
delivery schedules do not permit the absolute maximum participation bv small 
business. We have taken action, and are continually taking action, to eliminate 
such situations wherever it is possible, "These are only a few of the areas we are 


constantly endeavoring to improve, in order that we might afford small business 
the maximum opportunity to compete for the many items being procured. 


Col. John M. Cone, Chief, Purchases Branch, Procurement Divi- 
sion, office of Deputy Chief of Staff for Logistics, Department of the 
Army, also commented on the problem of emergency buying. He said: 


* * * “Time is of the essence" can only be used where we are prepared to justify 
the need and importance of time with respect to any procurement, 











16 MILITARY PROCUREMENT, 1955 


Comdr. N. W. Curtin (SC), United States Navy, Head, Small Busi- 
ness Industry Cooperation Branch, testified that the Navy was also 
conscious of the problem and had taken corrective action. He said: 
* * * In addition to the review procedures mentioned above, purchasing activi- 
ties receiving apparently unreasonable requests from the standpoint of volume or 
delivery date requirements are authorized and encouraged to go back to the 
requisitioning activity for clarification and justification. 

In answering questions about emergency purchases, Mr. Maurice 
Johnson, Executive for Small Business, Headquarters, Air Materiel 
Command, testified that: 

In emergency procurement, the emergency nature must be stated, and the 
emergency action authorized over the signature of the Chief of the initiating 
agency. 

Mr. Johnson was asked if the small-business specialists were in a 
position to screen proposed procurement actions in order to check the 
possible emergency nature of the action. Mr. Johnson replied: 

We are in a position to challenge it * * ٭‎ In fact we are in a position to 
challenge nearly every one of the circumstances surrounding procurement. In 
other words, our objective is to see in that our procurements on items that are 
obtainable from small business the circumstances are such that small business has 
an equitable opportunity to compete. 

Mr. Johnson said that in cases where the small business specialists 
have challenged proposed actions, there has been excellent coopera- 
tion from the contracting officers. The present attitude can be con- 
trasted to the antagonisms of 4 years ago when the Air Force small- 
business program went into effect. "The committee believes that there 
are still those within tbe military departments who would rather not 
have to put up with the small-business program. At the same time, 
the committee feels that these nearsighted people are in a distinct 
minority. 

In summing up the discussion of emergency buying, your com- 
mittee realizes that there are two particular fact situations which 
readily give rise to the problem. One is where one department is 
purchasing for another. In these cases, there is at times a lack of 
coordination and a lack of close scrutiny of requirements by the 
purchasing agency. The second situation develops when departments 
are asked to purchase for overseas depots or installations. Often, 
no question is raised with the overseas authorities whether an emer- 
gency actually exists. 

The committee is encouraged by the work done in this field during 
the past 1 or 2 years. The committee also knows as a result of 
experience in this field that statements of policy and other paper 
directives will never solve any problem. It takes concerted action 
and direction by all those in responsible positions to see that the 
problem is eliminated. Your committee feels that the small-business 
specialists can be of considerable help in this area. They should not 
hesitate to challenge a procurement if they. believe that a genuine 
emergency does not exist. If they do not get cooperation from the 
contracting officers or others involved, then the secretaries for supply 
have a clear duty to take action. 

Whenever your committee receives complaints in the future about 
questionable emergency purchases, the cases will be brought to the 
immediate attention of the military departments. In those cases, 
the committee hopes that it will receive action designed to eliminate 
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the problem. Any attempt to rationalize such an action, to excuse it, 
or to pass it off as insignificant will not be in accord with the testi- 
mony received. 


B. UNREALISTIC DELIVERY SCHEDULES 


The preceding information on emergency purchases is closely tied 
to unrealistic delivery schedules. Because of that, much that has 
been said will suffice to cover the material on the problem of delivery 
schedules. 

There are times, however, when unrealistic delivery schedules have 
become a part of a procurement action where the element of emergency 
was not present. 

An extremely short delivery schedule has the same effect upon the 
small-business firm desiring to bid on Government contracts as does 
emergency buying. He cannot submit a proposal because he cannot 
meet an unrealistic delivery schedule. This device also tends to favor 
certain suppliers and deprives the Government of competition and 
the taxpayers of the best possible price for the goods desired. 

Mr. Pike assured the committee that everything is being done to 
accomplish realistic delivery schedules in every procurement. He 
again pointed to directive 4100.10 where delivery schedules are dis- 
cussed in the following terms: 

The required delivery schedules, consistent with military necessity, are such 
as not to preclude competent small-business concerns, including potential suppliers 
from meeting them. 

Brig. Gen. H. R. Westphalinger, Chief, Procurement Division, 

Office of Deputy Chief of Staff for Logistics, Department of the 
Army, recognized the problem when he said: 
* * * we have had cases where there have been unrealistic deliveries. There 
is no question about it. Those stem largely from overseas requisitions. We 
think we have taken action to correct unrealistic delivery requirements by 
directing the overseas theater commanders to carefully screen their requisitions 
to make sure that the deliveries are realistic. These requisitions come in through 
the overseas supply agencies at the ports of embarkation. We have now directed 
that the overseas supply agencies at the ports of embarkation sereen these req- 
uisitions and make sure that delivery schedules are realistic. In addition to 
that, the technical services required to fill these requisitions have also been 
instructed to screen these requisitions to assure realistic delivery schedules. I 
think we have all the loopholes plugged. 

It was also brought out that the small-business specialists of the 
Army have an opportunity to screen proposed procurements and may 
challenge the delivery schedules which are set up. Your committee 
wished to find out just what happened in cases where the small-business 
specialist made a challenge. Mr. Jack Askins, small-business adviser 
to the Assistant Secretary of the Army (Logistics and Research and 
Development) and to the Deputy Chief of Staff for Logistics, United 
States Army, replied: 

They go to the chief contracting officer. Rather than letting procurements 
get into the stage where they are ready to be sent out to a complete bidders’ list 
in the form of an invitation for bid or request for proposal, we have our small- 


business specialists screen proposed procurements in the procurement directive 
stages * * *, 


In part, this answer shows that the small-business specialist is sup- 
posed to be in a position to see the proposed procurement before the 
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final stages and have the opportunity to comment and challenge such 
— as delivery schedules. 

Mr. Johnson testified that he thought the Air Force delivery require- 
ments had reached a definite stage of realism. "To support his con- 
tention, he brought out the following information: During January, 
February, and March, 1955, the number of pieces required for airplane 
acceptance were 92,889, 93,000, and 91,000, respectively. During 
January the Air Force was short 3,999 pieces or 4.3 percent. In 
February there was a shortage of 4,800 pieces or 5.2 percent. During 
March, there were 4,800 pieces short, or 6.9 percent. Mr. Johnson 
indicated that the statistics were a vast improvement over past expe- 
rience and that realistic delivery schedules are now a matter of definite 
rule rather than an exception, Mr. Johnson also stated that the sched- 
ules for aeronautical equipment and supply items were being carefully 
watched. 

The committee is encouraged by these reports, but feels that more 
and more emphasis must be placed on the entire problem of delivery 
schedules. The committee urges all personnel connected with pro- 
curement actions to become dedicated to the further solution of the 
problem. It is hoped that the small-business specialists have been 
given real authority to scrutinize proposed schedules and that they 
can feel completely free to challenge any schedules which might 
stifle competition. The committee assumes that these specialists 
will receive the complete support of the other parties to procurement 
actions. 

C. INADEQUATE SPECIFICATIONS 


Your committee continues to get complaints from businessmen who 
state that specifications are so inadequate that they preclude an 
intelligent bid on a proposed procurement. In some instances, these 
complaints have proved to be invalid. However, in others, the 
committee has found that the specifications were inadequate or vague 
and that business could not intelligently offer a bid. In a recent case, 
a small firm sent the committee a telegram alleging inadequate specifi- 
cations on a proposed Air Force contract. The committee took 
immediate action, and within 24 hours, the Air Force reviewed the 
specifications, determined that the specifications were inadequate, 
and canceled the proposed action. The specifications were clarified, 
and the Air Force proceeded to procure the items by another action. 
In this particular case, the Air Force displayed the type of cooperation 
and immediate action which made both the task of the procuring 
authorities and the bidders easier. 

The committee has had some celebrated cases in the past, however, 
where the procuring agency buried its head in the sand when it re- 
ceived the complaint and stubbornly adhered to the stand that the 
specifications were sufficient. 

There are related subjects to the general problem of specifications 
which merit attention. Your committee received complaints that 
drawings are not available to them and that the use of the term ‘‘or 
equal" in the specifications precludes bidding on proposed contracts. 

These problems are not new and go back to the beginning of pro- 
curement history. However, every continuing effort must made 
to correct the deficiencies and inequities. 
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Mr. Pike pointed out that directive 4100.10 also treats this problem. 
Some new light on the problem was shed by the testimony of Mr. 
E. F. DeAtley, Assistant Chief, Standards Branch, Procurement Divi- 
sion, Office of Deputy Chief of Staff for Logistics, Department of the 
Army. Mr. DeAtley revealed that the Department of Defense has 
directed that all departmental specifications be converted either to 
military specifications or to Federal specifications. That was to 
have been accomplished by July 1, 1955. 

Mr. DeAtley elaborated on this by saying: 

Within the Army, we have converted all of our specifications, except five, as 
of this date (April 21, 1955). Those will probably be converted in the next 30 
days. In the process of converting these specifications, they must be drafted 
into the military and Federal form. It affords a good opportunity to screen each 
specification and take out of them anything that makes them misleading or un- 
usable. During this redrafting, we passed the specifications to interested sections 
of industrv for their comments and thereby tried to get their reaction as to the 
usability wherein a specification is inadequate. And even after it has been put 
into the military or Federal series, if it is found unusable, to report such facts, 
and when that information is received, we make every effort to correct the speci- 
fications as quickly as possible. 

Mr. DeAtley also commented on the or-equal phase of specifications. 
He referred to current Army policy which provides: 

When the product cannot be adequately described because of its technically 
involved construction or composition, the name of one, or preferably more, com- 
mercial products may be used, followed by the words **or equal"' so as not to limit 
competition to the particular make or makes specified. 


It was established that the use of a particular manufacturer's brand 
name and number is intended to be descriptive only and not in any 
sense restrictive. Army procurement also recognize that the term 


“or equal" is to be used only in exceptional cases. 

Commander Curtin said that the Navy uses the or-equal designation 
asa last resort. Authorization of its use is for expediency only in rare 
cases, and a recurring use of the terminology indicates the need for a 
specification. Commander Curtin also stated: 


Although considerable attention is being given to the development of clear, 
concise, and nonrestrictive specifications, it is recognized that this is an area which 
merits continuous review and reappraisal to insure that small firms are not in any 
manner unjustifiably precluded from competing for Navy procurements. 

Mr. Johnson informed the committee that the Air Force by direction 
of General Rawlings, commander, Air Materiel Command, has 
virtually eliminated the use of the term “or equal” іп specifications. 
In rare instances, where it must be used, the Air Force will use not 
less than three sources with identifying number in order to get com- 
petition, 

These statements and pursuant acts should go a long way toward 
eliminating a chronic complaint concerning procurement actions. 
Perhaps some of the action taken to eliminate this problem is a result 
of the constant review of the subject matter by the General Accounting 
Office. Mr. Welch testified on this subject when he said: 

Our office has consistently held that specifications should not be drafted to 
provide for a proprietary product unless it can be conclusively established that 
there are no other manufacturers who can or possibly could furnish a product 
equally satisfactory. 

Mr. Welch also pointed out that the General Accounting Office has 
been called upon to investigate cases where specifications for the 
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purchase of materials have not been sufficiently clear or comprehensive 
to secure material meeting the Government's needs. 

He also brought to the committee's attention another serious ramifi- 
cation of inadequate specifications. He pointed out that inadequate 
specifications make it very difficult to perform a proper source inspec- 
tion of the purchased materials. In line with this same general sub- 
ject, he also said that cases have been discovered where there has been 
faulty source inspection of material. To illustrate, he described the 
now-famous ‘wiping cloth" case involving Navy procurement. 

Investigation of this case disclosed that there was “switching” of 
bales during and after inspection. As a result, wiping cloths in large 
quantities not meeting specifications were shipped to the Navy and 
paid for. 

As a result of this one case, Navy procurement procedures were 
changed and a resultant saving of 30 percent in costs to the Navy 
Department will be realized, which will amount to a saving of approxi- 
mately $1 million a year for normal requirements, 

Only through the continued and concerted effort of procurement 
officials, the General Accounting Office, and congressional committee 
investigations will the problems of inadequate and faulty specifications 
be solved. It is hoped that all parties will continue to work diligently 
and objectively in this direction. 


D. UNREALISTIC REQUIREMENTS OF ITEMS 


Your committee has come across cases in recent years which, upon 
investigation, have revealed that there have been procurements of 
items which were not really needed. One of the most recent cases 
involved the procurement of radiosondes by the Signal Corps acting 
as the purchasing agent for the Air Force. Actually, in this case, the 
committee received a protest from a small firm that the Signal Corps 
had established a short delivery schedule, which would not permit the 
small company to bid. When asked about this, the Signal Corps 
stated that it was an “emergency” procurement. Apparently the 
Signal Corps had been informed that the Air Force had a shortage of 
the item and that it was critical. 

Investigation showed that the Air Force supply of radiosondes was 
not critically short. This case illustrates again how closely all of 
these various procurement problems are interwoven. In this case, an 
ineffective control of stock on hand led to an emergency procurement 
with a delivery schedule which precluded the small firm from bidding. 

In commenting on the general problem of requirements and pro- 
curements planning, the General Accounting Office, through Mr. 
Welch, testified : 


Investigations conducted by our office at various military installations have dis- 
closed numerous instances of overprocurement due mainly to ineffective controls 
of stock on hand. The practice can be exemplified by reference to the purchases 
of two large orders of pallets by a Navy installation at Norfolk, Va., while an excess 
of over 125,000 pallets were on hand, most of which had never been used and over 
100,000 of which were deteriorating in outside storage. 


The key to this entire problem seems to be a general lack of efficient 
inventory controls. Mr. Welch stated that the General Accounting 
Office has been pushing the establishment of workable inventory 
controls in all agens die Government during the past 3 or 4 years 
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and that it will continue to do so until it is accomplished. Detailed 
information concerning inventory controls will be found in the printed 
hearings of this year’s committee hearings on military procurement. 
Copies of these hearings can be had by addressing requests to the 
committee. 

Your committee is convinced that much can be done and must still 
be done in an effort to conquer the inventory-control problem and the 
resultant problem of establishing realistic procurement requirements. 


CHAPTER V. SMALL BUSINESS PROGRAMS 


The small business program of the Department of Defense and of 
the Army, Navy, and Air Force has become one of the most important 
instruments in the attempt by those departments to meet the intent 
of Congress that small business receive a proportionate share of 
Government contracts. These programs had their beginnings 
during the days of World War II and have undergone changes from 
time to time ever since. Your committee has made it a practice to 
review these programs each year. Actually, the committee comes in 
contact with them in its everyday dealings with the military depart- 
ments. However, it has proved beneficial to take a look at them in 
a general way each year. Such an analysis allows a more complete 
and objective evaluation. 

In the following paragraphs, your committee will set forth what it 
considers to be the most significant developments which have taken 
place during the past year. 


A. DEPARTMENT OF DEFENSE 


It is obvious that no policy with respect to procurement will become 
effective unless it has the enthusiastic endorsement of the Department 
of Defense. Your committee has already acknowledged endorsement 
of the small business programs of the Army, Navy, and Air Force 
by Mr. Thomas P. Pike, Assistant Secretary of Defense (Supply and 
Logistics). This type of endorsement should serve as an inspiration 
to those who are charged directly with the responsibility of handling 
the individual programs. 

In considering overall Department of Defense statistics, your 
committee realizes that the total amount of contract dollars going to 
small business is of chief concern to small firms interested in military 
procurement. In attempting to evaluate this item, it must be recog- 
nized that there are certain products which small business is not 
capable of producing. It has become the practice during the past 
3 years for the military departments to subtract those contracts not 
susceptible of accomplishment by small firms from the total contract 
awards figure. What remains is termed to be within the area of 
small business "potential," or “susceptibility,” or ‘suitability,’ 
whichever term one chooses to use 

In reviewing the latest information available, your committee is 
concerned about two important items. In the first place, small 
business has been receiving less in terms of prime contract dollars 
generally. Secondly, and more disturbing, the percentage of contract 
awards considered to be within the area of small business accomplish- 
ment has also been on the decline. 
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The Department of Defense has furnished explanations for this 
decline. It is said that today’s requirements demand more and more 
of those items which are complicated, highly technical, and which fall 
into categories outside of the area of small business potential. Another 
explanation is that there is less military purchasing today and that 
competition is more vigorous. An extension of the competition argu- 
ment is found in the explanation that with a decline in the amount of 
military buying, large firms are today competing more vigorously 
within the area of usual small-business participation. Your com- 
mittee can see the logic of these arguments, and, in all probability, all 
factors mentioned have played a part in the decline of small-business 
participation. 

However, these considerations must also be viewed in tiie light of 
military claims that their small business programs today are more 
efficient and better capable of discharging their responsibilities. 

The committee notes that in fiscal 1954, 25.1 percent of total 
awards went to small firms. The best estimate available is that during 
fiscal 1955, approximately 20.8 percent of the total awards will go to 
small business. It has been claimed that the 25.1 percent figure for 
fiscal 1954 can be traced to the the cancellation of contracts during 
that year which fell most heavily upon large concerns. The best 
interpretation that could be arrived at, if that rationale is accepted, is 
that small business has merely held its own during the past year and 
that no improvement has been shown. Your committee feels that 
one of the primary goals of the small business program is to increase 
the number and percentage of contract dollars going to small business 
and that it is not enough to hold the line. 

The following chart presents what has been accomplished generally 
in behalf of small firms from July 1950, through March 1955. 
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Net value of "нү рөн contracts awarded to business firms for work in the 
nited States—July 1950-March 1955! 


[Amounts in millions] 


far small | Awarded to small business‏ میں 


Percent | Percent 
of (2) of (3) 


(1) (5) (6) (7) 





July 1950-September 1954.................| $121,219 | (3) (2) $22, 970 | 18.9| @) 


| 


Fiscal year 1951 | RE Lae 
July-September 1950......... _...-| 3,066 | | 
October-December 1950. ..... فا‎ 3, 708 | 

January-March 1951................... | 9, 486 

April-June 1951.............. -----| 14,625 


Різеа] уеаг 1962.....................2..... 41,948 |2... 


July-September 1951 : 6, 960 
October-December 1951........ а OP EAS و‎ 
January-March 1952 9, 468 | .2 | 1, 570 | 
April-June 1952 вео уља idu 17, 248 | b | .4 | 2, 657 | 
Fiscal year 1953 ü ë ...| 28,394 Tu i, И r 4, 608 || 


July-September 1952 .............. 3, 036 1, 034 | 735 
October-December 1952.. ad | 7,069 | 1, 329 18.8 1, 046 
January-March 1953 | 7, 556 | 1, 390 | 18.4 | 1, 083 
April-June 1953 аага | 10, 733 2, 453 | 22.9 | 1, 744 





У 4, 064 1 35. 1 | 2,901 |‏ 563 ‚ مموھّی پمپ وہہ چیومو FEED ИШ.‏ 


July-September 1953................. | 2, 901 | 770 26.6 | 581 | 
October-December 1953...............| 1,343 | 763 56.8 | 571 
January-March 1954........ оса 1, 906 930 48.7 | 629 
April-June 1954 امش سو سوش سا‎ 5, 413 | 1, 601 | 29. 6 ,120 


Fiscal year 1955: | | | 
July-September 1954......... 3, 021 | 788 | 26.1 





BEN Да موم ےی‎ 321 | 238 38.3 | 
асе dy ایت‎ 25 | 223 | 52.5 | 
WIKI. 22 a iu ی یی‎ ‚ 975 | 327 | 16.6 | 
October-December 1954..............- 3, 086 < 1,028 و‎ 33. 3 | 
И аан аана 1 376 | 20.7 | 
November....... gute et ds 302 | 373 (5 | 
DEDE ан восак 967 3279; 328.9 


January-March 1955. 3,122 | 1,12 35.9 | 
Пу саен 962 | 348 | | 
0 969 | 320 33.0 | 
новина фовненење ‚ 191 | 454 | 38. 1 


! Data for fiscal years 1951 and 1952 represent all procurement by procurement offices located in continen- 
tal United States (excepting intragovernmental). Data for fiscal year 1953 represent awards to business 
firms by procurement offices located in United States for work to be done in continental United States. 
Data for fiscal years 1954 and 1955 represent awards to business firms by all procurement offices for work to 
be done in United States and Territories. 

For coverage, see text. Data are on a net basis, representing the value of new awards and contract in- 
creases minus the value of contract terminations and decreases reported by the military departments dur- 
ing the respective periods. 

! Not available; January-June 1952 omits ASPPA. 

! Revised, 

4 Contracts suitable for small-business firms were in excess of the net total procurement for the month. 
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B. ARMY SMALL BUSINESS PROGRAM 


Mr. Jack Askins, small business adviser to the Assistant Secretary 
of the Army (Logistics and Research and Development), explained 
the Army small business program to your committee. 

m4 explaining the general goals of the Army policy, Mr. Askins 
stated: 


In the interest of assisting small business, and maintaining the industrial base 
of producers, the general policies and practices of the Department of the Army 
are as follows: 

Review of production allocation programs, for the purpose of determining 
those items which can be procured from a broad number of sources and from 
various classifications of industry. 

Maximum use of available industrial capacity. 

Review of military requirements and procurement methods. 

Establishment of and/or maintaining a training program for procurement 
personnel. 

Encouragement of subcontracting consistent with other procurement and 
military objectives. 

Appointment of small-business specialists in major procurement offices to 
increase small-business participation. 

Adoption of a broad publicity program. 

Inclusion of small business in mobilization planning to every extent practicable. 

Wide and judicious solicitation of proposals or quotations using up-to-date and 
complete bidders' lists. 

In carrying out this general policy, the primary consideration of the Department 
of the Army is that of securing performance or deliveries at the time, in the 
quantity, and of the quality required by the defense program, and nothing 
Stated herein shall detract from this consideration. 


The following diagram was submitted to show the utilization of 
small-business specialists and representatives to carry out the policies 
of the Army’s program. At the present time, there are approximately 
360 small-business specialists and representatives serving within the 
Army procurement system. Among their many duties is that of 
Screening and reviewing every procurement directive in the value of 
$1,000 or more, to determine whether small-business participation is 
possible. Your committee was told that these small-business person 
nel are receiving good cooperation from others charged with the 
responsibility of handling Army procurement: 
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ASSISTANT —" OF THE ARMY 
LOGISTICS AND RESEARCH €. DEVELOPMENT 


CHIEF 
PROCUREMENT DIVISION 
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COMMANDING OFFICER | | SMALL BUSINESS COMMANDING OFFICER 
FIELD 
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CONTRACTING CONTRACTING | 
OFFICERS OFFICER | 


The best way to evaluate the success of this program is to determine 
what percent of Army contracts go to small firms. In considering new 
procurement figures for calendar year 1954, we find that the Army 
shows a total in obligated procurement of $5,231,912,000. Small 
business received 32.1 percent of that figure. Out of the total figure of 
$5 billion plus, $2,457,954,000 was determined to be susceptible for 
accomplishment by small firms. The Army actually awarded to small 
business 68.3 percent of the dollars in the susceptibility category. In 
calendar year 1953, small business received 35.8 percent of tota! do'lar 
procurement and 70.1 percent of the dollar amount within the area of 
small business susceptibility. These figures show a decline both in the 
percentage of total procurement and in the percentage of susceptibility 
going to small business. 

During the first 7 months of fiscal 1955, the Army awarded 33.4 
percent of its total obligated procurement to small business. During 
the same period of time, small business received 55.3 percent of the 
dollars determined to be susceptible to small business accomplishment. 

The following chart presents a graphic picture of Army awards to 
small business from fiscal 1949 through fiscal 1954. All figures on the 
chart are calculated in terms of fiscal years instead of calendar years: 
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The committee also attempted to determine how effective the Army 
had been in establishing a subcontracting program with their major 
prime contractors. The Army was not able to give the committee 
any definite and firm figures on the amount of subcontract dollars 
going to small-business firms. An estimate of 24 percent was pre- 
sented, but this was admittedly based upon a subcontract survey 
conducted by your committee in 1952 and upon a small or restricted 
spot check made more recently by the Army itself. It also became 
apparent that the Army had not taken steps to establish an aggressive 
subcontracting program designed to increase subcontract awards to 
small business. Army witnesses did, however, say that the Army 
would take active steps to implement Department of Defense Directive 
4100.20. 

On the other hand, Assistant Secretary of the Army Frank Higgins 
did impress your committee with his action to demand subcontracting 
for small firms by a major Army prime contractor in connection with 
the Nike program. The action taken in this instance by Mr. Higgins 
illustrates what can be done if those in high authority will take an 
aggressive stand to encourage subcontracting. In the case of the 
Army generally, a much more concerted effort will have to be made at 
all echelons of command if results are to be obtained. Mr. Higgins 
has scheduled personal appearances before regional contracting officers’ 
meetings throughout the Nation. This personal contact with con- 
tracting personnel can be most effective in promoting the small- 
business program of the Army. However, meetings should also be 
scheduled with the major Army prime contractors throughout the 
Nation so that they can be thoroughly schooled and oriented in the 
subcontracting phase of Army procurement. 

The committee was pleased to learn of the improved relations with 
the Small Business Administration in working out procurement 
problems. The Army and SBA can be very effective in strengthening 
the joint determination program and in working cooperatively in the 
area of certificates of competency. 

Mr. Askins pointed out that for the first time the Army has issued a 
document which contains the Army small-business policy and pro- 
cedures in one policy statement. This should be of assistance to all 
those responsible for Army procurement. To implement his program 
fourther, Mr. Askins has also established a Council of Small Business 
Specialists for the Department of the Army. He also pointed out 
that, in the major procurement activities of the Army, sample-display 
rooms and exhibits are maintained for the purpose of assisting business- 
men, particularly small-business men, seeking current information 
about contract awards. 

Your committee realizes that the Army holds the largest potential 
for small firms seeking Government business. The very nature of 
Army procurement and the many items it procures have established 
this potential. Therefore, all Army procurement officials should pro- 
mote small-business participation in Army procurement to the great- 
est extent possible. To insure this type of small business participa- 
tion demands the energies of those responsible at all echelons. 

Further Army statistics on small-business participation will be 
found in the appendix of this report. 
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C. NAVY SMALL-BUSINESS PROGRAM 


The following witnesses participated in presenting the Navy's 
small-business program to your committee: 


Hon. R. H. Fogler, Assistant Secretary of the Navy (Material) 

Adm. M. L. Royar, Supply Corps, United States Navy, Chief of 
Naval Material 

Comdr. Neale W. Curtin, Supply Corps, United States Navy, 
Chief, Office of Navy Small Business 

Mr. G. C. Bannerman, Assistant Director, Procurement Division, 
Office of Naval Material 

Mr. M. Questal, Assistant to Commander Curtin 

Mr. M. H. Steger, Assistant General Counsel 


To enable all interested parties to understand the chain of command 
in Navy procurement operations, the following two charts are reprinted 
in this report: 
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Playing a major role in the Navy’s attempt to get more contract 
dollars into small firms are the 60 Navy small-business specialists 
located in all major purchasing field activities which have authority 
to purchase in excess of $1,000. These people are given authority 
to screen both unclassified and classified procurements. 

During the past 18 months, a related question concerning the 
screening of classified procurements in the interest of small-business 
participation has arisen. Your committee refers to Department of 
Defense instruction 4100.9 dated March 4, 1954. This document sets 
down the guidelines for the establishment of an efficient working 
relationship with the Small Business Administration. Your com- 
mittee does not intend to burden this report with a discussion of the 
long months of negotiation which went into the writing of that 
instruction. However, one of the points of dispute was the request 
by the SBA that its representatives be allowed to screen classified 
procurements. Your committee felt at the time, and still does, that 
the SBA representatives should be allowed to screen classified pro- 
curements. 

Unfortunately, that provision was not included in the instruction. 
On the other hand, the Navy’s position is presented in the following 
statement by Mr. Fogler: 

There has been some difference of opinion within the Defense Department 
whether somewhere we should have those classified contracts screened by the 
SBA; that has been the Navy policy, чи as far as I know now, it is the policy 
all the way through; that has been the N avy policy tnat they should be screened 
by the SBA the same as the others. They have the same clearance as our own 
contractual people have and our own business. specialists have. 

The committee appreciates that statement of Navy policy in regard 
to the screening of classified procurements by SBA. It is hoped that 
other responsible officials in time will take the same kind of realistic 
attitude toward this problem. Your committee intends to pursue 
the subject until SBA is given that opportunity. 

Your committee feels that the Navy and the SBA have developed a 
genuine spirit of cooperation within the area of small business par- 
ticipation in procurement. In discussing the SBA joint determina- 
tion program, Mr. Fogler said: 

I feel this very strongly. Irrespective of what may happen in any individual 
case or a substantial number of cases, we will be kept more alert, if nothing else, 
by that. 

Again the Navy has taken a realistic view of a policy designed to 
assist, not hinder, the military in bringing small business into the 
procurement program. The committee has not found such an 
attitude to be the prevailing one in past years. The committee 
believes very firmly that every specific part of the entire program 
must be given enthusiastic support in order for results to be obtained. 
A rejection or a hesitency to adopt one link in the small business 
procurement chain will always weaken the general attempt to achieve 
this worthy goal. 

The Navy came before your committee with a statistical analysis 
of its small business program and frankly admitted concern over 
trends which have developed over the past 12 months. 
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Commander Curtin pointed out that the percentage of prime 
contracts going to small contractors and the percentage of potential 
small business awards has declined. During fiscal year 1954 the 
Navy placed $4,755,157,000 in direct purchases within the United 
States for new procurement. Small firms received 17 percent of this 
total in the form of prime contracts. This represents 78.6 percent of 
the dollars considered by the Navy to be in the small business 
potential. 

During the first 6 months of fiscal 1955, the Navy placed $2,907,- 
328,000 in new procurement. Small business received 11.5 percent 
of that total. Over the same period of time, small business received 
78.1 percent of these contracts considered to be in the area of small 
business potential. 

In an attempt to find the reasons for this decline, the Navy dis- 
covered that during the first half of fiscal 1955, more than 54 percent 
of the total dollars obligated for new procurement was for aircraft 
and major components, which were not susceptible of procurement 
from small business concerns. For the same 6-month period in fiscal 
1954, that figure was 41 percent. The Navy believes that when the 
final figures are in for fiscal 1955, the percentage of awards to small 
business will show an increase. The committee doubts, however, 
whether the total will reach that of fiscal 1954. 

It appears obvious that in the months ahead, the Navy and the 
other 2 departments will have to approach the problem from 2 
directions. In the first place, the subcontracting program, if success- 
fully carried out, will offer some assistance. Secondly, the committee 
feels that it will be necessary for the purchasing authorities to re- 
appraise the entire subject of small business potential. The com- 
mittee has been disturbed for some time by the easy manner with 
which witnesses point out that certain items are so complicated and 
technical that small business cannot perform on them. We think 
that philosophy should be checked and every attempt made to en- 
courage competent and efficient small firms to bid on complicated and 
technical items. Testimony from the officials of the Atomic Energy 
Commission indicated their surprise at finding how successfully small 
business had performed on complicated and technical items demanded 
by its procurement officials. Your committee is under the impression 
that no real and aggressive attempt has been made to bring small 
business into certain areas of manufacture. 

In this year’s presentation, Commander Curtain analyzed the rela- 
tion of small business participation to the size of the contract involved. 
The following chart portrays this analysis: 
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Considering the category of contracts up to $1 million, it is found 
that small business receives 43 percent of all awards. The small 
business potential is listed as 56 percent. 

Small business received 24 per cent of those contracts from 1 to 2 
million dollars in value. "The small business potential in this category 
is 36 percent. In the category of contracts from 2 to 5 million 
dollars, small business received 11 percent. "The potential was 16 
percent. 

When the contract category of $5 million and more is reached, it is 
found that small business received 1 percent. 

Moving into the area of subcontracting, the Navy shows that 13.9 
percent of first-tier subcontracts goes to small business. In cate- 
gories lower than first-tier subcontracts, the Navy estimates that 
small business receives from 7 to 12 percent. Your committee 
believes there is much more room for improvement in the area of 
subcontracting, and it was gratifying to see that the Navy is making 
new attempts to improve its position in that area. 


D. AIR FORCE SMALL BUSINESS PROGRAM 


Presenting the Air Force small business program to your committee 
were— 


Hon. Roger Lewis, Assistant Secretary of the Air Force (Materiel) 

Mr. Kennard Weddell, assistant for small business, Headquarters, 
United States Air Force 

Mr. Maurice L. Johnson, executive for small business, Headquarters, 
Air Materiel Command 


In order to depict the small business organization within the Air 
Force, the following chart is inserted at this point: 
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Assistant Secretary Lewis prefaced his remarks to the committee 
with a clear statement of the overriding problem facing the Air Force 
in the award of contracts to small business. He said: 

The Air Force is faced with a rather difficult problem in affording small business 
an equitable opportunity to compete for Air Force business, As you know, the 
Air Force does not buy food or clothing, or the general line of commercial items 
which are characteristically made by smail business. These items are purchased 
for us by the Army and Navy, or from schedules established by the General 
Services Administration. Our field is the highly specialized one of procurement 
of aeronautical equipment and related items, all of whicn are rapidly becoming 
more eomple:. 


Rather imaginative measures have to be devised and cranked into our procure- 
ment system to overcome this obstacle to small-business participation in Air 
Force business. I think the Air Force has effectively overcome this obstacle. 

Generally speaking, Mr. Lewis set forth three general approaches 
which the Air Force has taken to meet its problem with regard to 
small business participation in procurement: 

1. A strong subcontracting program; 

2. A greater use of commercial maintenance and overhaul facilities; 
and 

An increase in local-purchase activities. 

Considering the Air Force subcontract program, your committee 
found that in the summer of 1951, all Air Force prime contractors 
were contacted by letter and urged to cooperate fully in putting life 
into the subcontracting clauses contained in all Air Force prime con- 
tracts. These contractors were also urged to establish a records 
system which would indicate how successful such a program was. At 
about the same time, a survey committee of four industry members 
was established to make an on-the-spot survey of prime contractor 
activity in response to the letters. Two of the four members of the 
committee were small-business men, and two represented large prime 
contractors. 

Following the report of this committee, meetings were held through- 
out the Nation with approximately 800 large prime contractors and 
many of their major subcontractors. These meetings were designed 
to stimulate an even greater interest and enthusiasm for the sub- 
contract program. 

One year ago, Mr. Lewis established an Air Force Advisory Group 
on Small Business. Participating in this group were the 4 original 
committee members, 11 representatives of the large Air Force prime 
contractors, and 1 person representing the public at large with no 
connection with any firm or industry. This group has met quarterly 
in Washington with Mr. Lewis to advance the small-business sub- 
contracting program. 

This group was recently asked to cooperate in the task of developing 
a reporting system whic ћ would not be financially burdensome on the 
companies but which, at the same time, would give the Air Force a 
clear picture of the success of the program. This group also worked 
with the Air Force to design a special small-business program within 
the plants of the prime contractors. 

As a result of this effort, the Air Force determined that it had come 
up with a workable subcontract program and reporting system. It 
was thought at this stage of development that the program would be 
most effective ifit could be adopted by the three military departments 
so that some uniformity could be accomplished. It became apparent 
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to your committee that this groundwork laid by the Air Force led to 
the adoption of the Department of Defense instruction, 4100.20, on 
subcontracting. "This is the type of initiative and ingenuity which 
must be constantly pursued to bolster the position of small business 
in procurement. 

The second general approach taken by the Air Force was to expand 
the use of vd maintenance and overhaul facilities. Mr. 
Lewis stated that in the first 6 months of fiscal 1955, the Air Force 
accomplished contract maintenance and modification of aircraft and 
related items in an amount in excess of one-half billion dollars. He 
anticipates that this figure will continue to rise during fiscal 1956. 

One statement made by Secretary Lewis was of particular interest 
to the committee. He said: 

I might say in that connection that we have put a certain model of jet engines 
out for a rather large subcontract program, and one of the companies which won 
the major share of that business was a small business, and to me, it is rather 
striking that in something as complex as engine overhaul, you could find a small 
business that could do the job * * *, "They licked a rather formidable list of 
competitors, I can assure you. 

This statement corresponds to one made by the Atomic Energy 
Commission, which is reported in another section of this report. Your 
committee is not surprised that a small firm could perform in the 
face of stiff competition. This illustrates again the ill-advised practice 
by procurement officials of dismissing from consideration the partici- 
pation of small firms in areas which are considered to be complex and 
technical. Mr. Lewis’ statement indicates the need for a reappraisal 
of small-business potential and ability to perform on those items 
heretofore considered to be beyond the scope of accomplishment by 
small contractors. 

The third general approach to small-business participation has 
been through the increase of local-purchase items by the Air Force. 
In 1952, when the local-purchase program was started, there were 
approximately 78,000 items coded for local purchase. At the present 
time, the number stands at approximately 135,000 items. This 
increase in local-purchase items should afford small business an addi- 
tional opportunity to participate in Air Force buying. However, 
your committee also realizes that the dollar volume of these pur- 
chases in any given year is extremely small and that there is serious 
limitation on this opportunity to sell to the Air Force. 

Mr. Lewis pointed out that the Air Force has completed its basic 
purchase requirements for a 137-wing Air Force and that it has 
gone into a reduced buying stage. A survey was recently made to 
determine how this would affect the small-business subcontracting 
program. Mr. Lewis said that the dollar amount of contracts awarded 
to large business in calendar year 1954 decreased by 61 percent over 
calendar year 1953; the contracts awarded by the Air Force to small 
business in 1954 decreased by less than 10 percent. 

In his testimony, Mr. Weddell observed that the items purchased 
by the Air Force fall into two general categories. They are the local 
purchases and the program procurements. The former refer to 
housekeeping items, and the latter to major items of equipment. 

Mr. Weddell stated that the Air Force has 36 full-time small- 
business specialists and 11 part-time specialists. They are located 
at Headquarters, Air Materiel Command, on its staff of the Director 
of Procurement and Production; at the 8 materiel area headquarters; 
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at 6 Air Force depots; at 18 Air procurement districts; and at 7 
subdistrict offices. These specialists are charged with the responsi- 
bility of carrying out the small-business program. 

Your committee noted one important change in procedures to 
publicize Air Force procurements which should be mentioned. One 
of the common methods of publicity has always been to list the pro- 
posed procurement in the Department of Commerce synopsis. This, 
however, does not mean that a small firm interested in bidding will 
be able to get bid sets and drawings in sufficient time to allow for a 
carefully prepared bid. The Air Force has now initiated a policy of 
giving 10 days’ advance notice through the synopsis so that a small 
firm interested in the procurement will have sufficient time to write 
in for a bid set and receive it at the same time as those on the bidders’ 
list. In commenting on the new method, Mr. Weddell said: 

The Air Force is attaching great importance to that, and Air Materiel Command 
has sent out a special letter to field procurement activities to make the maximum 
use of that method of synopsis, We also feel that will be a saving to us in money. 
We do not feel we will have so much waste in bid sets. We will have a pretty 
good record of how many people want them before we print those bid sets. And 
we feel we should have better bids because of the extra time they have to figure 
the bid. That could be an important saving in itself. From a time standpoint, 
it is difficult, as it might increase the cycle time of procurement by 10 days. 
We have to wait 10 days to get the names in. 

The committee will follow the results of the new procedures and 
hopes that a year from now the Air Force will be in a position to 
present an evaluation of it. 

The Air Force is also utilizing SBA, newspaper notices, and trade 
journal facilities for obtaining a wider channel of publicity in regard 
to future procurements. 

The following chart gives a general picture of small-business partici- 
pation in Air Force procurement: 


air force small business program 


PURCHASES OF AIRFRAMES, ENGINES, PURCHASES OF ITEMS WHICH CAN 

AND OTHER ITEMS WHICH CAN ONLY BE BE SUPPLIED AS PRIME CONTRACTORS 

HANDLED AS PRIME CONTRACTORS BY BY SMALL CONCERNS AS WELL AS BY 

VERY LARGE ORGANIZATIONS LARGER CONCERNS: THE SMALL 
BUSINESS POTENTIAL 


CALENDAR YEAR CALENDAR YEAR 
| 1953 1954 | 1954 | 


| 


ہے 


| $11,677 $4, 557 $809 
| MILLION MILLION MILLION 


AVAILABLE RECORDS INDICATE SMALL OFFICIAL RECORDS SHOW SMALL BUSI- 
BUSINESS CONCERNS PARTICIPATING AS NESS CONCERNS PARTICIPATED AS PRIME 
SUBCONTRACTORS TO THE EXTENT OF: CONTRACTORS TO THE EXTENT OF: 


$2450 MILLION —. $957 MILLION $626 MILLION $590 MILLION 
(21% OF TOTAL) (21% OF TOTAL) 


The chart shows that small-business participation in total procure- 
ments has gone from 5 percent in calendar year 1953 to 11 percent in 
1954. It was indicated to the committee that this rather sharp differ- 
ence was due to the heavy purchase of airframes and other large items 
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in 1953. During calendar year 1954 small business received 73 percent 
of its potential. 

Another chart which might be of interest to small-business men 
shows in general terms of small business potential what the various 
purchasing offices have to offer: 


air force small business program CALENDAR YEAR 1954. 


SMALL BUSINESS POTENTIAL AT PURCHASING OFFICES IN CONTINENTAL U.S. 


SMALL PERCENT SMALL PREM 
BUSINESS OF TOTAL BUSINESS ¥ 
LOCAL PURCHASES AT POTENTIAL POTENTIAL POTENTIAL POTENTIAL 
150 OPERATING BASES 310,456,000 39% 
PROGRAMMED PROCUREMENT AT PROGRAMMED PROCUREMENT AT 
HEADQUARTERS, AMC —— 5291,892,000 36% | OKLAHOMA CITY AMA 45,633,000 | 
WILKINS AFD, SHELBY, O. 43,452,000 5% | MOBILE AMA 4,601,000 
MIDDLETOWN AMA, PA. 41,881,000 5% | SAN ANTONIO AMA 3,925,000 | 
ROME AFD, NEW YORK 30,668,000 4% | MALLORY AFD, MEMPHIS 3,043,000 pex 
GENTILE AFD, DAYTON, O. 29,555,000 4% | SACRAMENTO AMA 1,923,000 | 
TOPEKA AFD, KANSAS 19,903,000 3% | GADSDEN AFD, ALABAMA 1,603,000 | 
WARNER ROBINS AMA,GA. $19,484,000 2% | OGDEN AMA 566,000 | 
SAN BERNARDINO AMA 565,000 / 


TOTAL S.B. POTENTIAL * 808,950,000 100% 


The next chart encompasses the awards to small-business firms for 
those items which are considered to be within the small-business 
potential. This statistical analysis covers only programed procure- 
ments which are unclassified and are over $10,000 in value. The 
committee does not want anyone reading the report to interpret this 
as the entire analysis of the Air Force small-business participation in 
total Air Force procurement: 


air force small business program 


OPERATION PACEMAKER CALENDAR YEAR 1954 


THIS SPECIAL OPERATION HANDLES ONLY PROGRAMMED PROCUREMENTS (NOT LOCAL PURCHASES) 
WRICH ARE UNCLASSIFIED AND ARE OVER $10,000 IN VALUE. NEVERTHELESS IT COVERS MORE THAN 
HALF OF ALL THE DOLLARS IN THE SMALL BUSINESS POTENTIAL SHOWN ON CHART 3 


2368 PR'S.FOR ITEMS WITHIN THE ABILITY OF SMALL BUSINESS 


CONCERNS TO PRODUCE: ITEM POTENTIAL 431,366,000 100% 

PROCUREMENTS WITHIN THIS ITEM POTENTIAL WHICH 

WERE OBTAINABLE FROM SMALL CONCERNS 382,601, 000 100% 
2377 AWARDS TO SMALL BUSINESS CONCERNS " 311,197,000 72% 81% 

NO BIDS RECEIVED FROM SMALL CONCERNS 12,877,000 3% 

SMALL CONCERNS QUOTATIONS TOO HIGH 54,143,000 14% 


LOW BIDS FROM SMALL CONCERNS NOT ACCORDING TO SPECIFICATIONS 1,069,000 
LOW BIDS FROM SMALL CONCERNS WERE ON QUALIFIED PRODUCTS 


BUT PRODUCT HAD: NOT BEEN APPROVED 1,269,000 2% 
SMALL CONCERNS LOW, BUT DETERMINED NOT CAPABLE OF SUPPLYING 
THE ITEM . 2,046,000 


“INCLUDING 190 PROCUREMENTS TOTALLIMG $35,445 000 IN ШС JOINT DETERMINATIONS WITH SMALL BUSINESS ADMINISTRATION 
eA OM THESE 240 AWARDS WERE MADE TO. SMALL CONCERNS AMOUNTING TO $26,263,000 WHICH WAS 76% OF THE 
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It has always been of interest to your committee to determine those 
reasons which prevent small firms from reaching 100 percent of their 
potential. The Air Force has presented the reasons, together with the 
dollar volume involved, in the above chart. 

Your committee bas already discussed in a prior chapter the sub- 
contracting program of the Air Force in relation to certain item proj- 
ects. Generally speaking, the statistics presented to the committee 
show that approximately 21 percent of first-tier subcontract dollars 
go to small business. 

Your committee was encouraged by the pledges of support from Air 
Force witnesses for the work which SBA is doing in the field of pro- 
curement. This includes the joint determination program, the cer- 
tificate of competency program, and the general activity which SBA 
and the Air Force carry on together. As an illustration, the Air 
Force has accepted 84 percent of the SBA requests for joint determina- 
tion. 

Your committee went into the subject of the Air Force weapons 
svstem of procurement with Mr. Lewis during the course of the hear- 
ings. Complaints have reached the committee that, under this system, 
the major prime contractors have been given more responsibility 
in the procurement of Air Force items and have assumed production 
of items which formerly were subcontracted for with other large and 
small firms. Such a tendency would serve to undermine the Air 
Force small-business program and, especially, that part of it which 
deals with subcontracting. 

Mr. Lewis stated that, in his opinion, the weapons system concept 
will not have an adverse effect on the small-business program and 
that it will not cut down on the number of subcontracts let by prime 
contractors. 

He took the position that the system does not represent a departure 
from the Government furnished equipment approach to procurement. 
He stated that the increasing complexity of modern-day aircraft has 
given the words added importance. Elaborating on his thesis, Mr. 
Lewis stated: 

We found early that the only way to get a good weapon was to place the 
responsibility for selecting these thousands and thousands of different components, 
balancing their design so that when the United States Air Force used its money 
and put the airplane in the inventory, it would work as a weapon. 

And that is all weapons systems means. It is the same thing we have been 
doing. We always really looked for a man to do his job, but it was not as 
important. 

Mr. Lewis recognized that he had received notiee of a growing con- 
cern about the system when he said: 

The reason that there is some emotion about it now is the fact that in the Air 
Force program, we have been through the stage of building the 137-wing Air 
Force. We are now going from the inventory creation stage to the inventory 
maintenance stage, and our require ments of airplanes, weapons, in terms of 
monthly rates is way less than that has been, and there is a general shrinkage of 
business. 

The Assistant Secretary was willing to admit that certain price 
contractors may bave taken advantage of their position under the 
system. He referred to this in the following words: 

I wouldn't say to you, Mr. Chairman, that there had not been, in fact, abuses 
by the primes of this weapons system in a sort of desire to keep their own workload 
level at the expense of their suppliers. 
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This is the very problem which the committee felt was presented by 
the weapons system as it is being used today. Mr. Lewis admitted 
the existence of the problem and then proceeded to tell the committee 
that the Air Force had taken remedial action, The Air Force has had 
to tighten up its supervision of the prime contractor’s application of 
the system. This was done by requiring the primes to come in with 
a procurement plan for Air Force approval. This plan must include 
the proposed purchase of items through subcontracting so that the 
Air Force can determine if the prime is, in fact, subcontracting out or 
whether he is attempting to keep his plant running at the expense of 
other producers who could perform on subcontracts. 

As an example of Air Force control over the general system, Mr. 
Lewis discussed what transpired in relation to the purchase of simu- 
lators. He stated that 2 years ago, the primes felt that they should 
assume production of the simulators as a part of the weapons system. 
The primes took the view that training the pilot was a part of the 
operation of the airplane, and they proposed to take that responsi- 
bility. 

However attractive that might have been to the primes and to the 
Air Force itself, Mr. Lewis said that the Air Force realized that there 
was a separate simulator industry, in which there was a specialized 
know-how which was important as a part of the country’s mobilization 
and production base. As a result, the Air Force policy decision was 
that simulators should be purchased directly by the Government in all 
cases from firms within the industry. 

The committee believes the Air Force made the right decision in the 
case of the simulators, but at the same time, wonders in how many 
other cases the primes were allowed to trespass in the production 
areas of other related industries. 

Your committee strongly feels that Air Force officials must continue 
to police this system so that the large primes do not stray too far 
afield under the guise of performing under the weapons system concept. 


CHAPTER VI. TESTIMONY OF THE GENERAL ACCOUNTING OFFICE 


Your committee was grateful for the cooperation extended to it by 
the General Accounting Office throughout the past year. A close 
working relationship has developed, which has greatly assisted the 
committee in its work in tbe field of military procurement. Some 
of the testimony of the General Accounting Office before the com- 
mittee has already been referred to in other chapters of this report. 
However, there are certain major areas of consideration where the 
General Accounting Office was most helpful in its presentation. 


A. NEGOTIATED VERSUS ADVERTISED CONTRACTING 


Your committee has long been at odds with the military departments 
over the general subject of advertised and negotiated methods of con- 
tracting. It is the feeling of small business firms throughout the 
Nation that they fare better in getting a proportionate share of 
Government contracts where the contracts are let by the advertised 
method. The committee shares this belief in spite of the protestations 
of the military departments to the contrary. 
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Your committee devoted a portion of its last procurement report and 
its last annual report to this general subject. Your committee believes 
it important to discuss the matter again at tbis time. 

To begin with, it sbould be pointed out again that the committee is 
not solely concerned with small business participation in Government 
contracting when it discusses this subject. "That is certainly a part 
of the committee's consideration. Also important, however, is the 
committee's position that certain fundamental laws are being circum- 
vented by the zealous and almost fanatic use of negotiated contracts 
by the Department of Defense. 

In order to establish a basis for this portion of the report, it must be 
recalled that there are two methods by which the Government may 
award a contract. One is by advertising where sealed bids are sub- 
mitted, and the other is by negotiation where proposals are submitted. 

The original law governing the method of making contracts was 
section 3709, Revised Statutes, 41 United States Code, 152, and the 
Federal Property and Administrative Services Act of 1949, 41 United 
States Code, 253. 

These latter acts require that all purchases and contracts for supplies 
and services shall be made by advertising, with certain exceptions. 
Section 2 (c) (1) of the Armed Services Procurement Act and section 
302 (c) (1) of the Federal Property and Administrative Services Act 
state the first such exception to be that contracts may be negotiated 
without advertising when determined to be necessary in the public 
interest during the period of a national emergency declared by the 
President or by the Congress. There are numerous other specific 
exceptions in the acts which allow the services to negotiate contracts. 

On March 12, 1954, the Comptroller General submitted his views on 

the entire problem to the Secretary of Defense. At this year’s hear- 
ings, Mr. Welch informed the committee that the Secretary of Defense 
replied by letter dated August 20, 1954, stating several reasons why 
the Department of Defense thinks the authority of section 2 (¢) (1) 
should continue to be used. The Secretary of Defense concluded his 
letter by saying: 
* * * I believe that abandonment of the authority of section 2 (c) (1) would not 
be in the public interest for the present. This is not to say, however, that we are 
insensitive to those conditions which have changed since the authority was 
invoked, or that we have any intention either of perpetuating the authority beyond 
the time when its use is no longer justified or of utilizing negotiation at any given 
time on a broader basis than the circumstances warrant. 

I fully agree with your recommendation that periodic reviews be made of the 
necessity for continuation of this authoritv and will see that such reviews are made. 
I recognize, further, that formal advertising should be used to the greatest extent 
practicable. While we are continuing to cite section 2 (c) (1) as authority for 
negotiated procurements, we have required that the use of negotiation be sup- 
ported by documentation justifying the use of this method of procurement in 
each case. 

Mr. Welch pointed out that one result of the continued blanket use 
of section 2 (c) (1) is that it renders inoperative certain limitations 
and requirements of the Armed Services Procurement Act regarding 
delegation of authority and reporting to the Congress. These limita- 
tions and requirements may be found in sections 7 (b), 7 (c), 2 (c) 
(11), and 2 (c) (16) of the act. Mr. Welch stated: 

Consequently, despite the Secretary’s views, we believe that the blanket au- 
thority to use section 2 (c) (1) should be eliminated and that appropriate use 
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should be made of the 16 other exceptions provided by the act. If the use of sec- 
tion 2 (c) (1) were eliminated, it is conceivable that a number of contracts which 
otherwise might be negotiated would be awarded by advertising in accordance 
with the general poliey of the act and in recognition of the higher degree of nor- 
malcy prevailing in present-day market conditions. Also, circumvention of the 
safeguards imposed by the Congress in the use of the negotiated authority under 
the act would no longer be possible. 


Mr. Welch went further and told the committee that he could not 
think of a single contract that could not be negotiated by using one 
of the other exceptions listed in the act. This statement confirms 
the thinking of the committee. 

Your committee has continually tried to impress upon the Depart- 
ment of Defense the fact that their widespread use of section 2 (c) (1) 
has the effect of rendering the General Accounting Office unable to 
police procurement practices as it was intended. Apparently that 
argument has not pierced the defenses of the military. However, at 
this year’s hearings, your committee specifically asked Mr. Welch if 
the current policy did render the General Accounting Office unable to 
perform its functions in procurement that it would normally accom- 
plish if the Department of Defense used the other 16 exceptions. 
Mr. Welch replied: 

It certainly does. Particularly does it render us unable to police the procure- 
ment as compared to what our authority would be if the procurement were ad- 
vertised. When negotiation authority is used, the rules and restrictions that are 
applicable to procurement by competitive bidding no longer apply, and the De- 
partment is more or less free to operate in most any manner that they care to and 
we can’t question the procedures. 


In response to another question, he said: 

* * * We can question the administrative determination on such a matter only 
in a rare instance where we would feel that it was patently erroneous or arbitrary 
or capricious perhaps. 

Mr. R. F. Keller, assistant to the Comptroller General, pointed up 
the problem again when he commented: 

In connection with negotiated contracts, I won’t say we are powerless. We 
are powerless to direct an action like we can when a procurement is under section 
3709, but we can raise questions as to what has gone on in connection with a 
particular negotiation, but if the contracting officer, or the contracting department 


does not care to consider any observations we may have, our hands are tied. 
There is nothing further we can do because the Department has the final authority. 


The committee feels that this gives an accurate appraisal of what 


‘the practice of the Department of Defense has done to an agency of 


Government established by the Congress to supervise and watch over 
the expenditure of the taxpayer’s money. 

In his discussion of the subject, Mr. Pike began by pointing out 
that the military departments have increased the number of contracts 
being awarded on an advertised basis. He stated that in 1952 and 
1953, 11 percent of the contract dollars were awarded by advertising. 
In 1954, the figure rose to 15 percent and during the first 6 months of 
fiscal 1955, the figure stood at 13.3 percent. This slight rise does not 
impress the committee. Rather it confirms our position that the 
military departments are determined to hang on to the negotiating 
method of awarding contracts. 

Mr. Pike addressed most of his remarks to the proposition that 
negotiation did not work adversely as far as small business was 
concerned. He stated that he had questioned the three Secretaries 
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of Supply on this question and that they emphatically reported that 
negotiation did not adversely affect the share of contracts going to 
small business. Such an answer was to be expected if prior actions 
and testimony is any criteria and does not serve to prove that negotia- 
tion works to the advantage of small firms attempting to get Govern- 
ment contracts. 

Mr. Pike then proceeded to discuss the related subjects of com- 
petition and publicity attendant to negotiation. Your committee 
has always admitted that negotiation does not necessarily eliminate 
competition. However, by its very nature, it reduces the competitive 
potential. Mr. Pike agreed with this when he stated: 

My next point is that I have not said and will not say that on the average, there 
is as much competition or publicity in a negotiated procurement as in an 
advertised. There is probably somewhat less. But, and I believe this is important, 
the use of negotiation does not limit the competition or publicity, but rather the 
lesser opportunity for competition and publicity determines the choice of the 
negotiation as the procurement method. The method is, therefore, the effect, not 
the cause. 

The committee cannot agree with that approach to the problem. 
No one has yet suggested that in considering whether a contract should 
be advertised or negotiated, the elements of publicity and competition 
are the sole controlling factors. Such a statement does not direct 
itself to the root of the matter and only serves to confuse the issue. 

Mr. Pike also said that 

Negotiation is necessarily resorted to as a method in cases where there are few 
potential sources, 

In order to accept that statement, a person must believe that in 85 
to 89 percent of procurement, there are only a few potential sources 
because those are the percentages of negotiated contracts from the 
year 1952 through the first 6 months of fiscal 1955. If one accepts that 
as fact, then one must also believe that, during past years, the military 
procurement officials have not done an adequate job in seeking out 
additional sources of supply. 

In regard to the matter of publicity given to negotiated contracts, 

Mr. John Hamlin, small business adviser to the Assistant Secretary 
of Defense, said: 
* * * there are exceptions under which no synopsizing is permitted. These are 
perhaps more likely to apply to negotiated procurements than would be the case if 
the same procurements were made by the advertised method. 5o, it might not be 
accurate to say that a negotiated procurement would be just as likely to be synop- 
sized as an advertised. 

With that statement, your committee can agree. 

Subsequent to the hearings, Mr. Pike addressed a letter to the 
committee in which he clarified the problem of publicizing negotiated 
contracts. The portion of his letter which deals with this subject 
reads as follows: 

You will recall during my testimony before your subcommittee on April 20 
that Senator Duff brought up the question of giving a more widespread notice to 
business firms in our negotiated procurements. 

In my prepared statement I referred to our policy of synopsizing negotiated 
procurements in excess of $10,000 in the Department of Commerce daily synopsis 
of proposed Government procurements. In the interest of clarity there follows 


excerpts of the policy of synopsizing as contained in the armed services procure- 
ment regulation. 
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“ASPR 2-206.1 STATEMENT or Poricr 


“All proposed unclassified procurements made in the continental United States, 
which may result in an award in excess of $10,000, will be publicized مسر‎ in 
the Department of Commerce Publication Synopsis of United States Government 
Proposed Procurement, Sales, and Contract Awards, except the following: 

*(a) Procurement of research and development. 

*(b) Procurement of studies or surveys. 

“(c) Procurement of perishable subsistence supplies. 

*(d) Sole source procurement. 

“(e) Procurement where competition is known to be limited by patents, copy- 
rights, or secret processes. 

“(f) Procurement which must be made too quickly to permit prospective con- 

q I 1 
tractors, dependent on the Department of Commerce synopsis for information, 
to obtain invitations for bids or requests for proposals in time to prepare and 
submit their bids or proposals. 

*(g) Procurement not in the above categories which nevertheless must be ac- 
complished under such circumstances or conditions as to clearly preclude any 
benefit to industry or the Government by such publication. Justification in each 
case, for not publicizing the procurement under this exception, shall be in writing 

p р 
appro" by the chief of the purchasing office or his designee, and made a part of 
the procurement file." 

The above policy, of course, is designed to give the maximum amount of public- 
ity to negotiated procurement for all procurements in which such publicity is useful. 

The small-business specialists at our major purchasing activities are responsible 
for screening all proposed procurements to assure that prompt action is taken 
with respect to publicizing such procurements through the Department of Com- 
merce synopsis. 

As a means of determining the extent to which the publicizing of proposed 
procurements is carried out, individual purchase action revorts of all procure- 
ments in excess of $10,000 provice information as to whether the procurement 
was publicized and if not the justification for not publicizing. 

The small-business specialists in the military derartments are conscientious in 
trying to get the maximum publicity and participation in negotiated procure- 
ments. 

It is interesting to note the widespread exceptions to publicity in 
regard to negotiated contracts. These exceptions rebut the earlier 
argument that the method does not fundamentally affect the pub- 
licity or the element of competition. 

The Assistant Secretary of Defense also presented statistics showing 
the number of procurement actions awarded to small business during 
the past 5 full fiscal years and during the first 6 months of fiscal 1955. 
These data revealed that there was only a slight advantage to small 
business under the advertised method of awarding contracts. How- 
ever, the committee points out that these were procurement actions. 

In any statistical analysis of the problem, certain facts must be 
kept in mind. In the first place, all local purchase items and small 
dollar value procurements are classified as negotiated. Small business 
will receive many of these local purchases in terms of procurement 
actions. However, the dollar value is extremely small. On the other 
hand, Mr. Pike is correct when he states that there are many items 
which are negotiated and which are not susceptible to accomplish- 
ment by small business. 

Aside from these two extreme ends of the procurement line, the com- 
mittee still feels that small business will fare better under strict 
competitive bidding by the advertised method and that the Govern- 
ment will get the benefit of more competition and a better price for 
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B. GOVERNMENT CONTRACTS DISPUTES CLAUSE 


During the past year, legislation was necessary to clear up doubts 
concerning the authority of the General Accounting Office in regard 
to decisions made under standard disputes clauses in Government 
contracts. 

Government contracts usually contain a standard disputes clause 
which provides that all disputes concerning questions of fact shall be 
decided by the contracting officer or, on appeal, by the head of the 
department concerned, with the further proviso that the decision of 
such official or officials shall be final and conclusive on the parties. 

Two Supreme Court decisions cast considerable doubt on the author- 
ity of the General Accounting Office to rule on questions of law which 
arise in cases involving the disputes clause. 

The decision handed down in the case of United States v. Moorman 
(338 U. S. 457 (1950)), seemed to indicate that an administrative 
officer's decision would be final on disputed questions of law if the 
disputes clause in a particular contract was broad enough to encom- 
pass such questions. 

The case of United States v. Wunderlich (342 U. S. 98), was decided 
in 1951. The Supreme Court held that a decision under the standard 
disputes clause remains final “unless it was founded on fraud, alleged 
and proven." 

The General Accounting Office felt that such a decision had the 
practical effect of precluding that Office and the courts from thereafter 
questioning the decisions of such officials on any basis whatever if 
they pertained to questions of fact. 

It appeared as a result of those two decisions that executive con- 
tracting agencies, without specific legislative authority to do so, could, 
by agreements with contractors, circumvent the jurisdiction of the 
General Accounting Office and the courts to the possible serious detri- 
ment of the Government. 

To clear up any doubt which might arise, Public Law 356, approved 
May 11, 1954 (68 Stat. 81), was enacted. This act was designed to 
limit the finality of administrative findings under the disputes clauses. 
The law prohibits final administrative determinations of questions of 
law. It also permits a review of administrative factual determina- 
tions if fraudulent, or capricious, or so grossly erroneous as to imply 
bad faith, or not supported by substantial evidence. The law does 
not specifically refer to the General Accounting Office. However, the 
legislative history shows very clearly that it was the intention of 
Congress that the General Accounting Office would retain its right 
of review and would apply the standards of review generally applied 
under its jurisdiction in the course of settling claims or auditing con- 
tract payments. 

Your committee feels that the authority enjoyed by the General 
Accounting Office in the review of Government contracts must be 
zealously guarded. Your committee has observed that it is an agency 
which is capable of examining procurement actions and contracts in 
a spirit of objectivity and in such a thorough manner that it has 
gained the respect and confidence of all parties. Any attempt to 
reduce its effectiveness or circumvent its authority in the procure- 
ment field would be a serious blow to the entire procurement system. 
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C. VALIDITY OF OBLIGATIONS 


A statutory provision passed on August 26, 1954, which affected 
Government contracting dealt specifically with the matter of obli- 

ated funds. During the past years, the General Accounting Office 

as uncovered numerous cases where agencies have reported large 
amounts as obligations which were not in fact true obligations. Sec- 
tion 1311 of the Supplemental Appropriation Act, 1955, Public Law 
663 (68 Stat. 830), was designed to eliminate this practice. 

Section 1311 requires that no amounts shall be recorded as obliga- 
tions unless supported by documentary evidence of transactions which 
fall into 1 of 8 categories. The head of each Federal agency is re- 
quired to report annually as to each appropriation or fund under the 
control of such agency the amount thereof remaining obligated but 
unexpended and the amount thereof remaining کہ ہت‎ on June 
30 of each year. The General Accounting Office has the responsibility 
of auditing the reports which are submitted by the agency heads. 


D. ADMINISTRATIVE AUTHORITY BY LEGISLATION 


Your committee has expressed its concern on numerous occasions 
about the effort of Government agencies and administrators to gain 
final authority over certain actions in the field of procurement. The 
committee’s basic concern is that the granting of such authority by 
legislation eliminates or circumvents the authority of the General 
Accounting Office in its review and surveillance of contracting. 

Mr. Keller, Assistant to the Comptroller General, closed his remarks 
before your committee with a brief but pointed explanation of what 
happens when such legislation comes to pass. He said: 

In connection with legislation generally, I would like to make one observation 
and that is, Mr. Chairman, in new legislation you will find quite often a provision 
in the bill that is being considered which gives the agency or the administrator 
final authority over certain actions. 

Any time you see that provision it means the GAO is cut out from doing any- 
thing effective. 

We can report a situation to you here on the Hill, but you know better than I, 
how many reports you receive and how many you really get a chance to read and 
get into. To my mind the reporting answer is not enough. Some people think 
itis. I do not think so. I think you still have to have some control remaining 
in an agency such as the GAO, but I also agree that that control has to be properly 
exercised, which is our job to do. 

I always like to take the opportunity to warn anybody I can that when they 
see provisions for finality of action in legislation to make sure it is really necessary 
and not just put in to free an agency from controls and let them do as they please. 

You will run into cases and ask: “Why did you do this?’ and you will be told 
it is up to the Administrator and his determination is final. 


E. GENERAL ACCOUNTING OFFICE COOPERATION WITH SENATE 
SMALL BUSINESS COMMITTEE 


The close working relationship between your committee and the 
General Accounting Office has been of material assistance to your 
committee in its work in the area of procurement. Just recently 
that relationship was extended to include submission by the GAO to 
the committee of all of the audit and investigative reports of the 
GAO that deal with procurement. "This should be of substantial 
help to your committee in its future work. 
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CHAPTER VII. RESEARCH AND DEVELOPMENT 


More and more small-business firms are inquiring about the pos- 
sibility of engaging in research and development contracts as added 
means of obtaining Government work. This is an avenue which the 
committee explored at its hearings in 1954. It was thought that a 
followup should be accomplished to see what part small business 
actually plays in this work. Accordingly, representatives of the 
Army, Navy, and Air Force presented to your committee a brief 
summary of research and development activities. 


A. ARMY 


Col. John M. Cone, representing the Army, stressed that Washing- 
ton is not the place for small-business firms to make contact if they 
are desirous of participating in the Army's research and development 
program. The Army procurement operation is decentralized on a 
commodity basis. Colonel Cone suggested the following course of 
action to those who wish to obtain information about Army research 
and development work: 

1. The first step is for the businessman to contact the Army’s 
nearest commodity office which corresponds to the particular work he 
has in mind. This can be done through use of a number of publica- 
tions available to him. Typical of these publications are pamphlets 
entitled “Purchased Items and Purchasing Locations of the Depart- 
ment of Defense,” “How To Do Business With the Department of 
Defense,” and others. 

2. If such publications are not available to the businessman, he 
can receive the basic information he needs by contacting the nearest 
Army procurement office. 

3. The next step is for him to make direct contact with the com- 
modity office dealing with the research and development projects he 
is interested in. 

4. The Army urges him to develop the scope, limitations, commodity 
aspects, and prime or subcontract areas of interest to him in presenting 
his request to the Army. 

Colonel Cone summarized the Army position on research and 
development in the following terms: 

In general, in research and development, particularly in the basic-type research 
and in supporting-type research—that is, in reducing to practice basic scientific 
knowledge—we are after as many competent sources with technical know-how 
to accomplish the assigned task as we can find. Whether an organization is 
large or small is of secondary importance to that first priority item of know-how 
that we must keep in mind at all times. 

The Army did not have any statistics which would afford the com- 
mittee the opportunity to evaluate small-business participation in 
Army research and development work. Your committee recommends 
that some type of reporting system be established by the Army 
which would give a more accurate appraisal of small-business 
participation. 

B. NAVY 


Representing the Navy was Capt. L. D. Coates. He distinguished 
between research activity and development work, pointing out that 
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development is linked closely to production, whereas research deals 
with uncharted areas and with unknown quantities. 

The fundamental Navy philosophy in research activity was stated 
in these terms: 

We consider that the maximum success is assured in research by gambling on 
the scientific ability of the individual who is to undertake the project, rather than 
on the facilities available to him or even on the specific project itself. We are 
concerned primarily with the scientific skill and creativeness of the individual, 
and this may bear no relation to the size of the organization to which he belongs. 

It was pointed out that it was difficult to evaluate the comparative 
participation of small and large business in research projects because 
so much of the work is now being accomplished by universities, 
colleges, and nonprofit research institutions. 

The Office of Naval Research conducts the major portion of the 
Navy's research and exploratory development work. The following 
table illustrates the amount of work being done today by educational 
and nonprofit institutions, big business and small business: 





| 
| š 
| Dollar amount| Number of 
|ofprocurement| contractors 











Education and nonprofit institutions. .............. раа мы | 23, 497, 291 | 137 
ое к тие кысса» یرسود مرو رخ سوب تب‎ оозе о аныбай 12, 103, 423 | 42 
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38, 949, 128 | 259 





large share of its research and development work is not capable of 
being accomplished by small business. The chart below was pre- 
sented by the Navy to back up that contention: 


Purpose 


| | 
Contractor | Dollar | 


| amount 





x 
у 
i | 
АЛЕ. | 
| | 
As in the case of actual procurement, the Navy contends that а 
ПВА: ЛЕНЕ осеке сина | $650, 000 | Aircraft instrumentation for all-weather operation. 
Aerojet Engineering Co.............. | 473, 000 | Aerobee rocket program, 
Western Electric. ...... ырен RAN: | 683, 000 | 
ERCO, Riverdale, Md.............. | 1,092, 462 | Conversion of F9F-3 operational flight trainers to 
| FJ-4 OFST. 
838, 000 | Conversion of P2V5 operational flight trainers OFST 
to P2V-7 OFST trainer device 21-3-20. 
Westinghouse Air Brake Corp....... | 453,992 | Prototype of operational flight simulator trainer 
| , device 2-F-44 (Navy A4D flight trainer). : 
Ај ریم مس‎ X 919, 187 | Operational flight simulator trainer OFST device 
2-F-44 (production version of the same). 
Lak AVR نے سو او و‎ | 1,450,384 | Design and construction of operational flight simulator 
| | trainer device 2- F-47. 


ddl uci ا‎ 2 | 6,560,025 | 








In summarizing the statistical analysis for fiscal 1955 through April 
1955, Captain Coates stated that the Office of Naval Research has 
written contracts in the amount of approximately $39 million. Sixty 
percent of that has been on contracts with educational and other 
nonprofit institutions. Eighty small-business firms representing 66 
percent of the private contractors were awarded contracts. These 
small-business contracts amounted to $3.3 million, or 22 percent of 
the $15 million awarded to private industry. 

The committee was interested in finding out where a small-business 
man would go if he wanted to engage in research and development 
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work for the Navy. Captain Coates explained that he would either 
come to Washington and contact the Office of Naval Research or he 
could go to the various field offices located throughout the country. 
In the Navy, the Office of Naval Research is charged with the conduct 
of research and the coordination of development. In the field of 
development, the material bureaus of the Navy are charged with the 
direct responsibility. Each of these bureaus maintains field offices. 
The Office of Naval Research has branch offices in Boston, New 
York, Chicago, San Francisco, and Pasadena. 

A call to the nearest Navy office will bring the small-business firm 
an answer as to where it should go for the particular project it has 
in mind. 

C. AIR FORCE 


Brig. Gen. B. S. Kelsey presented the Air Force story on small- 
business participation in research and development. General Kelsey 
opened his remarks by stating: 

Speaking for the Air Force research and development policy in regard to small 
business, there are several facts that first should be explained. One is that we 


are inevitably closely associated with small business. It is in our interest as well 
as small business’ interest to get together and stay together. 


A large share of Air Force research and development dollars which 
go to small business originate from the Air Materiel Command. This 
command maintains field offices throughout the Nation, and in most 
cases, these offices will afford the best contact for the small firm. In 
addition, a small amount of research and development money is spent 
directly from the Research and Development Command Headquarters 


in Baltimore, Md. It should be pointed out that the Baltimore head- 
quarters deals primarily in basic research. 

On the local level, the various research development centers afford 
a good contact point. 

A call to any local Air Force procurement officer will give a business- 
man sufficient information so that he may know how to proceed. 

In presenting a statistical summary of the amount of Air Force 
research and development dollars which go to small business, General 
Kelsey pointed out that a certain amount of money each year goes to 
universities, colleges, nonprofit institutions, and large business for work 
which could not be accomplished by small business. 

In the area of remaining dollars, small business is highly competitive 
with large business. The percent of this potential for small business 
which is actually awarded to small firms ranges from 64 percent in some 
centers to 100 percent in others. The average is approximately 80 
percent. 

The following table shows the extent of small business participation 
in the Air Force program: 
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The committee had one overriding question concerning research 
and development which was asked of all branches of the military. The 
committee wanted to know if the new subcontracting directive, 
4100.20, would apply to research and development activities as well as 
to regular procurement. Each service stated that the directive would 
apply and that the large concerns engaged in research and development 
would come within the scope of that directive. 


CHAPTER VIII. Atomic ENERGY COMMISSION SMALL BUSINESS 
PROGRAM 


Your committee is vitally interested in the potential small business 
share of contracting carried on by the Atomic Energy Commission. 
This avenue of opportunity for small business should continue to grow 
in importance during the coming years. With that in mind, Mr. 
George Taylor, Assistant Director for Supply, was asked to present the 
accomplishments of the Atomic Energy Commission in channeling 
work into small firms. 

The growth of the activity carried on by the Commission since it was 
established on January 1, 1947, is most striking. Since that date, its 
program has expanded to the point where plant facilities in operation 
or under construction have nearly quadrupled. Mr. Taylor told the 
committee that the Nation’s investment in atomic energy plants and 
facilities will reach a figure of $8 billion when presently authorized 
construction is completed. 

The great bulk of atomic energy facilities is operated under contract. 
Out of a total of 118,947 people employed in AEC work at the end of 
March 1955, 112,975 were employed by contractors. The remaining 
5,972 are employed by the Federal Government. Industrial organi- 
zations, universities, and research institutions are under contract to 
run the production plants, to operate atomic energy laboratories, and 
to carry out research and development work and other special tasks. 

Mr. Taylor assured the committee: 

The AEC small business relationship is a significant and important part of our 
total procurement program. 

Chapter 9132 of the AEC Manual provides that a fair proportion 
of required supplies and services shall be procured from small business. 
The objectives and details of this small business policy apply not 
only to the AEC but also to the business firms under contract with 
the AEC. 

Mr. Taylor stated that the manager of each AEC operations office 
in the field is responsible for the development of suitable small business 
programs and procedures relative to his direct procurement operations 
and the procurement programs of his cost-type contractors. The 
appointment of small business representatives in each AEC field 
and major cost-type-contractor purchasing office forms an important 
element in the overall small business program. 

AEC invitations to bid are submitted to the Commerce Depart- 
ment’s synopsis of United States Government proposed procurement, 
sales, and contract awards. Of particular interest to the committee 
is the close working relationship with the Small Business Adminis- 
tration both in Washington and in the field. In this phase of its pro- 
gram, the AEC is making use of the regional offices of the Small 
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Business Administration in an attempt to channel more business into 
the hands of small contractors. 

The AEC does not operate a central supply system or maintain 
central supply depots for purposes of distribution. Instead, the 
responsibility for execution and administration of contracts has been 
decentralized to the 10 operations offices and their area offices. 

= employs basically three general types of contractors. They 
include: 

(a) Those that furnish services, such as the design, construction, and 
operation of Government-owned facilities. 

(b) Those that furnish the supplies, equipment and materials neces- 
sary for the construction and operation of such facilities, and 

(с) Those that do research and development work. 

Mr. Taylor testified that the very nature of AEC's work makes sub- 
contracting the more important area in which small business can com- 
pete. A contract action reporting system has been devised to enable 
AEC to evaluate the success or failure of its small-business program. 
The following charts indicate the extent to which small business has 
participated in AEC contracts: 
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Fiseal year | i | dollars to dollars to 
| traet dollars | small business | small business 








MAE a TU Re کن مت جا دی جا‎ ee АИК. .| $785, 500,000 | — $209, 700,000 | $26, 700. 000 
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Mr. Taylor reported that the Santa Fe operations office, which is 
concerned with weapons development and production shows that of 
80 million subcontract dollars placed by its contractors during cal- 
endar year 1954, $35.5 million, or 44 percent, went to small business. 
This further represents 75 percent of the work that was within the 
AEC small-business potential. 

In the field of research and development, AEC feels that the small- 
business program is paying dividends. In considering, in particular, 
the submarine reactor program it is found that during calendar year 
1954, the Westinghouse бир: subcontracted $6.9 million to small 
firms. This figure represents 62.4 percent of total dollars subcon- 
tracted and approaches 90 percent of the small-business potential. 

One of the AEC's largest construction projects is the Savannah 
River project with the Du Pont Co., as the major contractor. From 
December 1950 through December 1954 the total subcontract dollars 
amounted to $548.6 million. Of that total, $245.5 million or 44.7 
percent went to small business. During the first quarter of calendar 
year 1955, 51.5 percent out of a total of 74.7 million subcontract 
dollars went to small firms. 

In terms of general statistics, Mr. Taylor indicated that approxi- 
mately 75 to 80 percent of small-business potential actually is awarded 
to small business. The committee notes that these general figures are 
the best estimates available from contractor reports. 

Mr. Taylor assured the committee that personnel of AEC are well 
aware of the small-business program and that periodic visits are 
made to insure the success of that program. 

Your committee would like to see a more accurate reporting system 
adopted by AEC so that in future years, a more exact analysis can 
be made of the AEC program. The committee was encouraged by 
the progress made to date by the AEC in carrying out the intent of 
Congress that small business receive a just and fair share of Govern- 
ment contracts. 


CHAPTER IX. GENERAL SERVICES ADMINISTRATION 


Traditionally, the General Services Administration has been a good 
source of small-business participation in Government contracting. 
This agency has established a small-business program and has at- 
tempted to channel as much business as possible to small-business 
firms. Your committee reviewed this program with representatives 
of General Services Administration at this year’s hearings. 

Representing the agency were Mr. Charles W. Gasque, Jr., Assist- 
ant General Counsel, and Mr. George Grimsley, Purchase Division, 
Federal Supply Service. Mr. Grimsley told the committee that for 
the fiscal year 1954, the GSA awarded 42.5 percent of its total procure- 
ment dollars to small business. For the first 6 months of fiscal 1955, 
the figures stood at 54.9 percent. Breaking this down further, GSA 
awarded 60 percent of its general supply fund procurement dollars 
to small business during fiscal 1954. Within the same category, the 
figure for the first 6 months of fiscal 1955, small business received 62.6 
percent of the dollars awarded. The general supply fund procure- 
ments cover common-use items supplied to the civil agencies and to 
the military departments. The Silonite table, covering the first 6 
months of fiscal 1954, was presented by GSA: 
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Figures given small-business hearings, Senate and House, March and May 1955, 
respectively— Procurement by GS A—6 months ending Dec. 31, 1954 


ALL PROGRAMS 


| Dollars | Action 
рани 7 

| Amount | Percent | Number | Percent 
| | | 


| 
| $223, 348, 024 | | 


Purchases of $25 or less. _ +2 АН 294, 733 | 017 в, | 
Purchases of more than $25. E REE یم اس شف کی‎ E 9, 053, 291 | 00. 72, 913 | 





From small business. ...... Me а 122, 436, 864 | 54.9! 55, 396 | 76.0 
From other business. ........... И _100, 616, 427 | 5.1 | 17, 517 24.0 


Advertised š zn _________| _73,400,458 |__ 329! 27,503 37.7 
Negotiated... 23 | 149, 652. 833 67.1! 45410 62.3 


GENERAL SUPPLY FUND 


TON obe sons : Е $53, 035, 940 |.. 


Purchases of $25 or less. 1 N «b 1 24, 608 PY. | 
Purchases of more than $25. ........... | 52, 911, 332 100. 0 | 53,209 


From small business. . . ds | baia 33, 146, 938 62. 6 38, 967 
From other business. ....... 5 19, 764, 394 37. M, 242 


Advertised............ РУРА ‘ Sate 4l, 363, 151 | 
Negotiated... SA 1 11, 548, 181 


SPECIAL PROGRAMS 


ЧАШ چپ‎ eiie Pas $139, 169, 363 


Purchase of $25 or less..... i à 3, 131 |.. 289 |.. 
Purchase of more than $25........ re d 139, 166, 232 | 100. 0 | 4, 082 | 100. 0 


From small business... : 32, 255, 805 К 3, 403 83. 4 
From other business. ...... ,91 1, 427 55. : 679 16. 6 


Advertised.... š à : UA NUES EN NO 3, 386, 176 | 2.4 | 366 9.0 
Negotiated....... d c ке 135, 780, 056 | 1.6 8,716 91.0 


OTHER REGULAR PROGRAMS 


À $31, 142,7‏ می ڈو سم سر شر TEE‏ 


Purchases of $25 or less . E š - 166, € E. Š 16 876 | 
Purchases of more than $25....... 30, 975, | \ 15, 622 


From small business... می سا تم مس‎ 27, 034, 121 А 13, 026 | 
W S ЈИ о јој осовина ^3, 941, 606 2. 2. 596 


Advertised..............--- Аалы "98651131 | 925) 2,97 | 
КИИ ао ори р stat. 2, 324, 596 | .{ 12, 651 | 


To carry out this small-business program, the GSA has established 
business service centers in each of the 10 regional offices throughout 
the country. These business service centers were established for the 
specific purpose of helping small business in the local areas. 

Mr. Grimsley presented some additional information which 
illustrates the type of activity engaged in by these centers. He said 
that during the first 9 rr onths of fiscal 1955, the centers have processed 
approxim ately a hundred thousand wr itten communications addressed 
to them by business concerns and individuals, furnishing them with 
invitations to bid and general information with regard to what GSA 
was buying and where the buying was being accomplished. Approx- 
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imately 120,000 copies of specifications were distributed to business 
firms during the same 9 of time. 

In a further effort to educate the business community concerning 
GSA's buying program, a new movie film entitled “How To Sell to the 
Government”’ will be released this fall. It will be available at all the 
business service centers for showings before interested groups. 

In response to questions concerning the percentage of advertised 
and negotiated contracts let by GSA, Mr. Grimsley cited the following 
statistics: For total procurement, 37.7 percent of GSA contracts are 
advertised while 62.3 percent are negotiated. The committee learned 
that included in this statistical breakdown were all contracts in excess 
of $25. The committee realizes that a good number of contracts 
valued between $25 and $1,000 would be negotiated. 

In considering the general supply fund, which includes common-use 
items, 45.4 percent of the contracts were advertised and 54.6 percent 
were negotiated. 

GSA feels that this represents a good balance as between the two 
types of awards. 

uring the past year, some serious questions were raised as to the 
legality of certain contracts which have been used by the General 
Services Administration. These questions are dealt with in two de- 
cisions handed down by the Comptroller General, which, in effect, 
stated that certain so-called multiple-award contracts were unen- 
forceable as contracts. The impact of this decision is reflected in a 
letter addressed to the Comptroller General by Mr. Edmund F. 
Mansure, Administrator of GSA, on May 13, 1955. In that letter, 
Mr. Mansure said: 

The scope and effect of your two decisions were of such import as to require, 
if not modified or clarified, an immediate discontinuance of a considerable portion 
of the supply program presently being carried on by the Federal Supply Service 
of GSA. 

The committee was told at this hearing that the Comptroller 
General’s decisions would affect approximately 70 percent of the 
Federal Supply purchasing program. 

Your committee has long been concerned with the legality of cer- 
tain open-end and multiple- award type contracts used by GSA and 
other Government agencies. Most of the discussion with representa- 
tives of these agencies has been of an academic nature. However, on 
October 15, 1954, your committee received another complaint con- 
cerning the award of a contract which your committee felt fell within 
the general scope of the challenged contracts. Your committee de- 
cided to get a ruling on the legality of the contract in question from 
the GSA and from the Comptroller General in the interest of establish- 
ing whether the contracts in question were or were not legal. On 
October 26, 1954, letters were addressed by the chairman of the com- 
mittee to both GSA and the Comptroller General. 

Mr. Edmund F. Mansure, Administrator of GSA, by letters dated 
November 5, 1954, and December 17, 1954, discussed the questions 
raised by the committee and came to the conclusions that the contract 
under question was a legal contract and was binding on all parties to 
the contract. 

On November 5, 1954, the Comptroller General wrote to GSA and 
requested that agency’s views relative to the legal authority for the 
contract under consideration, On December 1, 1954, GSA wrote to 
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the Comptroller General and stated that the contract, in its opinion, 
was valid and binding. The letter was accompanied by a statement 
of findings and determination under title ITI of the Federal Property 
and Administrative Services Act of 1949, Publice Law 152, 81st Con- 
gress, as amended. 

Upon receipt of that letter and those findings, the Comptroller 
General made a thorough study of the question and on March 21, 
1955, submitted Decision B-121926, which, in effect, ruled that the 
contract in question was not binding and valid. | 

Your committee feels that this decision is of such import that it 
should be reprinted in this report. (See appendix.) 

Subsequent to that decision, the Comptroller General had occasion 
to rule on another contract awarded by GSA, and in that ruling, the 
validity of the contract in question was challenged. This decision 
was related to GSA in a letter from the Comptroller General dated 
April 12, 1955. Inasmuch as this letter bears on the same subject 
matter, the committee feels that it should also be reprinted in this 
report. (See appendix.) 

In response to these two decisions by the Comptroller General, 
GSA undertook to restudy the entire problem and to make certain 
suggestions to the Comptroller General. These observations and 
suggestions are contained in a letter from Mr. Mansure dated May 
13, 1955. That letter is also reprinted in this report. 

Your committee has felt that it was important to clarify the serious 
problem presented by the use of the contracts in question. It will 
continue to follow developments and will present the final results in 
subsequent reports. 


CHAPTER X. CONCLUSIONS AND RECOMMENDATIONS 


The basis and foundation of vour committee's extensive work in 
the field of Government procurement is found in the expressed intent 
of Congress that small business shall receive a just and proportionate 
share of Government contracts. This is spelled out in both general 
terms and in more specific terms within the laws governing procure- 
ment by the military departments and civilian agencies, within the 
Small Business Act of 1953, and within the reports of the Appropria- 
tions Committee. 

In its attempt to see whether that congressional intent is being 
realized, vour committee looks to the various methods which have 
been adopted to carry out that intent as well as to the results of the 
methods used. 

Three Department of Defense policy statements during the past 
vear should have a favorable effect upon small-business participation 
in military procurement, provided that top officials will roll up their 
sleeves and make sure that these policies are placed into actual 
practice. 

‘he single most important document is Department of Defense 
Instruction 4100.20, which deals with the subcontracting program. 
This statement of policy can be used most effectively in the field of 
negotiated contracts. If subcontracting is made a vital part of the 
overall criteria for award during the process of negotiation, small 
business will stand to receive more subcontract awards in the future. 
The committee feels, and recommends, that the Army, Navy, and 
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Air Force adopt the element of subcontracting as one of the most 
important criteria in determining which contractor will receive the 
award under the negotiated method of contracting. 

The second important document is Department of Defense Directive 
4100.10, which б» been referred to by Mr. Pike as the “magna 
charta" of small business within the field of procurement. The mili- 
tary departments should realize, however, that only the general 

uidelines for small-business consideration are set forth in 4100.10. 

t is the responsibility of the Supply Secretaries of the Army, Navy, 
and Air Force to see that thorough and clear implementation is pub- 
lished to all personnel engaged in procurement activities. Your com- 
mittee recommends that the Secretaries take a personal hand in this 
implementation and in the establishment of a continuous review 
program designed to determine what practical results are being ob- 
tained. The committee further recommends that a check be made 
periodically by the Assistant Secretary of Defense (Supply and Logis- 
tics) to see that the military departments are doing all they can to 
improve the status of small business in the purchasing programs. 

The third major document which can improve the position of small 
business is Department of Defense Instruction 4100.9 which sets forth 
a basis for a greater cooperative effort between the Department of 
Defense and the Small Business Administration. The appointment 
of an SBA liaison representative in the Pentagon is an important step 
in implementing the instruction. Your committee recommends that 
the widest possible latitude be given the SBA representative in his 
position. Your committee again recommends that SBA representa- 
tives be given the authority to screen all classified procurements in the 
interest of further stimulating the small-business program. No valid 
reason has yet been presented to your committee why that should not 
be done. This should become a part of Department of Defense 
Instruction 4100.9. 

Within the area which embraces long-standing trouble spots in 
procurement, your committee feels that there is still room for im- 
provement. Especially in the areas of drawing specifications, setting 
forth realistic schedules, and reducing so-called emergency procure- 
ments is this true. Here, again your committee recommends a more 

ersonal approach by the Secretaries and their immediate associates. 
very person who comes in contact with a procurement action must 
be made to feel the necessity for corrective action in these fields. 

Your committee feels that the small-business specialists and repre- 
sentatives within the military departments are generally conscientious 
and dedicated to their task of enlarging the share of contracts awarded 
to small firms. Many improvements and refinements of these small- 
business programs have been made in recent years. The machinery 
exists with which to do a competent job. In considering the results 
which these programs have accomplished, your committee concludes 
that it is not enough to point out that small business is holding its 
own. With the improvements and refinements, it is reasonable to 
expect that small business will fare better in receipt of Government 
contracts. Therefore, the apparent decline in the amount of awards 
going to small business is a matter of deep concern to the committee. 

n an effort to stop this trend, your committee recommends that the 
Secretaries and the small-business specialists initiate a detailed study 
and reappraisal of items which are considered to be outside the area 

















8 
1 
y 
8 


MILITARY PROCUREMENT, 1955 59 


of accomplishment by small firms. Your committee has found that, 
many times, in considering the production of complex and technical 
items, the ability of small business is grossly underestimated. 

The committee still feels that there is an indiscriminate use of the 
power of negotiation by the military departments. Your committee 
is not convinced that there is a genuine desire on the part of the pro- 
curement officials to make a real attempt to expand the area of 
advertised contracting. 

It is only by concerted action within these specific areas, together 
with a continued aggressive general program, that small business can 
have confidence that everything possible is being done to bring them 
into full partnership in the mobilization and production programs of 
the Government. The Government has this responsibility and must 
show improvement in terms of results. 











APPENDIX 


DECISION AND CORRESPONDENCE ON MULTIPLE AWARD AND OPEN- 
Ехо CONTRACTS 


ASSISTANT COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, March 21, 1955. 
В-121926. 
Hon. JoHN SPARKMAN, 
Chairman, Select Committee on Small Business, 
United States Senate. 

Dear Mr. CHarrMaNn: Reference is made to the committee’s letter of October 
26, 1954, transmitting a copy of a form of invitation, bid, and award, No. 
3 Y—456—N—4—1—54, issued by the General Services Administration, and request- 
ing to be advised whether that agency can legally enter into such an agreement. 

Enclosed is a copy of a letter dated December 1, 1954, from the Assistant 
Administrator, explanatory of the views of the General Services Administration 
as to the authority for agreements of the type in question, with a copy of the 
findings and determinations of the Commissioner, dated March 2, 1954, authoriz- 
ing the awards made under the subject invitation. 

It will be seen that reference is made to section 302 (c) (9) of the Federal Prop- 
erty and Administrative Services Act of 1949 (63 Stat. 394), which authorizes 
negotiation of contracts without advertising ‘‘for supplies or services for which it 
is impracticable to secure competition,” 

So-called multiple awards are provided for by section 1502.20c of General 
Services Administration Personal Property Management Manual GS 5. They 
are there defined as “awards made as a result of negotiation to more than one 
bidder for comparable, but not identical, items at either the same or different 
prices for delivery to the same geographical area.” Their use is limited to Federal 
supply schedule contracts, where negotiation is authorized, for medicines or 
medical supplies or for supplies or services for which it is impracticable to secure 
competition under one of the following conditions (GS 5-1, sec. 1502.20c¢ 1): 

“ (а) Мһеге the most effective utilization of industry facilities in meeting the 
needs of the Government can be accomplished through making multiple awards 
and is otherwise to the advantage of the Government. * * * 

* * t ` * * * 

“(b) Where selectivity is to the advantage of the Government in terms of 
economy and suitability to accomplish or produce required end results, * * *" 

The invitation used in this instance was on standard form 33, the terms of 
which include the statement that “The contract shall be awarded to that respon- 
sible bidder whose bid, conforming to the invitation for bids, will be most advan- 
tageous to the Gevernment, price and other faetors considered." However, among 
the further terms and conditions included in the 17 pages of continuation sheets 
there were the following provisions: 

**(10) Method of award.—lIn order for a responsible bidder to receive an award, 
he must be willing to meet the lowest price of any responsible bidder, and an 
award will be negotiated with such bidder on that basis. 

* * * * * * * 

*(17) Multiple awards.—' The Government may make multiple awards to those 
responsible bidders whose bids, conforming to the solicitation for offers, will be 
most advantageous to the Government, taking into consideration the need to 
make a variety of selection available to Government agencies in order to accom- 
plish or produce required end results, reasonableness of prices quoted, with 
delivery requirements and other pertinent factors." 

Attention is directed also to the provision contained in the invitation schedule, 
that “Contracts resulting from this invitation for bids for supplies and/or services 
listed herein will be available for use by, but are not mandatory on agencies and 
activities of the Federal Government located in Washington, D. C., and contiguous 
area and the Government of the District of Columbia." 
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It appears that, notwithstanding the prior administrative determination that 
negotiation was authorized by reason of the impracticability of securing com- 
petition, 49 offers were received for 1 or more of the 6 types of service included in 
the specifications. After investigation and evaluation of the facilities and respon- 
sibility of the bidders, awards were offered to all bidders for the items for which 
they were found qualified at the prices offered by the lowest qualified bidder on 
each item. The numbers of bidders accepting these offers, with whom the agree- 
ments in question were then made, were 10 for item 2, 12 for item 4, 4 each for 
items 3 and 6, and 13 for some or all of the subdivisions of item 5. No award was 
made under item 1 for “consultation.” 

Although not mentioned in the report of the General Services Administration, 
individual signed commitments or acceptances are understood to have been ob- 
tained from each of the bidders who agreed to the prices proposed by the Federal 
Supply Service as the basis for the awards. 

Under the language of the invitation and agreements, it appears that the several 
bidders to whom awards were made are obligated to accept orders from any Gov- 
ernment agency in the Washington area for the performance of the services for 
which awards were made to them, at the rates specified. No ageney of the 
Government, however, is under any obligation to order such services from any of 
the listed contractors, nor is any one of such contractors assured of any orders, 
no matter how great a volume of such services may be needed by the Government. 
The agreements are therefore not even for the possible needs or requirements of 
the Government or any individual ageney, but merely for such part of the require- 
ments as any agency may arbitrarily choose to order from any individual con- 
tractor, 

In volume 26, American Law Reporter (2d), page 1199, there appears an exhaus- 
tive annotation of court decisions of the past 40 years dealing with the mutuality 
and enforceability of contracts to furnish the needs, wants, desires, requirements, 
and the like of another. By way of summary of the holdings, the following state- 
ments are made (pp. 1141, 1142): 

“The mutuality and enforceability of a contract to furnish another with his 
needs, wants, desires, requirements, and the like, of a certain commodity in the 
conduct of his business depends very largely upon whether or not both parties 
are bound by the agreement, and whether or not there is sufficient certainty as to 
quantity to make it reasonably feasible to ascertain the amount of the commodity 
intended to be the subject of purchase and sale. 

* ` * * * * * 

“Generally speaking, a contract which lacks mutuality lacks consideration on 
the part of one of the parties, and it follows that where the seller has agreed to 
furnish so much of a commodity as may be needed or required for another’s busi- 
ness, but the other has not bound himself to accept and pay for it, or where the 
amount which the buyer shall take is optional with him, neither party is bound— 
the second party certainly because he has not agreed to accept and pay for the 
goods, if not because of lack of mutuality, and the seller because the contract is 
not mutual in that his promise to furnish the commodity was not met by a corre- 
sponding promise on the part of the second party. 

* * * * * * * 

“The particular language employed in the contract regarding the quantity of 
the commodity to be furnished by the seller is of major importance in most cases 
in determining the mutuality and enforceability of the agreement, where both 
parties have executed the contract. Thus, where the seller promises to furnish 
à commodity in such à quantity as to meet the requirements, needs, and the like, 
of the buyer’s established business, the contracts have been held to be mutual 
and enforceable, there being a criterion to determine the approximate quantity 
needed, and the parties being bound, one to furnish, the other to accept and pay 
for, such quantity. 

“On the other hand, in the absence of particular contract provisions or circum- 
stances, agreements for the purchase and sale ot so much of a commodity as the 
buyer shall desire or order for his business have been held to lack mutuality, and 
also to lack certainty as to quantity, since it is left to the will, wish, or whim of the 
buyer to determine how much, if any, of the commodity he will accept. 

* * * * * * * 

“The validity of a contract whereby the quantity to be furnished and accepted 
was to be determined by the ‘wants’ of the buyer in his business depends upon 
whether the word ‘wants’ is construed to mean ‘desire,’ in which case it would be 
unenforceable, or ‘requirements,’ in which case it would be mutual and 
enforceable.” 
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The decisions of the Supreme Court in Willard, Sutherland & Co. v. United 
States (262 U. S. 489), and Atwater & Company v. United States (262 U. S. 495), 
appear to be fully in accord with the principles stated in these quotations. 

udged by these principles, the purported contracts under consideration are 
seen to be obviously without even a semblance of validity. Not only is any 
inferential obligation of the Government — denied by the statement in 
the invitation that the resulting contracts will not be mandatory on the Govern- 
ment agencies, but the multiplicity of awards is in itself wholly inconsistent with 
the existence of any obligation of the Government to any individual contractor. 

Although acceptance by one of these contractors of an order from a Govern- 
ment agency under the terms of the so-called term contract of the General 
Services Administration would create a specific contract meeting in itself the 
technical requirements as to consideration and mutuality, such contract would 
not necessarily be in accordance with existing statutory authorization. In 
general, procurement of supplies or services by any of the nonmilitary executive 
agencies by contract (as distinguished from a purchase order issued under a 
valid contract under the Federal Supply Service schedules) must be in accord- 
ance with section 3709, Revised Statutes, as amended (41 U. S. C. 5), or with 
sections 302-310 of the Federal Property and Administrative Services Act. The 
former section requires advertising and competitive bidding subject to certain 
enumerated exceptions. The latter provisions are available only to the extent 
of and in conformity with authority delegated by the Administrator of General 
Services in accordance with section 302 (a) (2). The procedure followed by the 
General Services Administration in negotiating the purported contracts is not a 
delegation of authority under the section last referred to, and the findings and 
determination of March 2, 1954, by the Commissioner, Federal Supply Service, 
would not constitute a proper basis for negotiation of any contracts by an agency 
head to whom authority had been delegated since, in the event of such delegation, 
the duty of determining the facts enumerated in section 302 (c) as grounds for 
negotiation devolves upon the head of the agency receiving the delegated 
authority. 

Inasmuch as the agreements in question are neither contracts nor proper 
delegations of authority to contract, it is our conclusion that this negotiation was 
not within the statutory powers or authority of the General Services Adminis- 
tration. 

A copy of this letter is today being forwarded to the Administrator of General 
Services with the request for a report as to the corrective action taken or proposed 
to be taken in the matter. 

Sincerely yours, 
FRANK H. WEITZEL, 
Assistant Comptroller General of the United States. 





CoMPTROLLER GENERAL OF THE UNriTED STATES, 
Washington, April 12, 1955. 
Hon. EDMUND F. MANSURE, 
Administrator, General Services Administration. 

Dzar Mr. MANSURE: Reference is made to a letter dated February 28, 1955, 
with enclosures, from the Commissioner, Federal Supply Service, in response 
to our letter dated January 28, 1955, requesting a report concerning an error 
alleged by Remington Rand, Inc., to have been made in quoting on item 54- M-180 
of its bid on which contraet No. GS-038-13221 was awarded. 

The Federal Supply Service, Washington, D. C., by invitation dated February 
24, 1954, requested bids for furnishing, f. o. b. destinations, office equipment, 
class 54, part III, section B, as required by various Government agencies during 
the period beginning July 1, 1954, and ending June 30, 1955. In the invitation, 
under paragraph 6 of the special rovisions, prospective bidders were advised 
that the Government might make “multiple awards to those responsible bidders 
whose bids * * * will be most advantageous to the Government * * *” The 
invitation schedule also contained a provision that— 

“Use of the contracts established as a result of this invitation will be mandatory 
upon certain Government agencies, and available for use on an optional basis 
by other agencies, all as provided herein."  [Italies supplied.] 

In response to the invitation, Remington Rand, Inc., submitted a bid wherein 
it offered to deliver office equipment to zones 1, 2, 3, and 4, at the prices set 
forth opposite each item. Also, the corporation submitted a bid wherein it 





SR eit i ee ded RSS iat BG EEE tik PLETE een sis SEA ka atl t aa ain ڈیو‎ 















MILITARY PROCUREMENT, 1955 63 


quoted an f. o. b. factory price for each item. The bid offering to deliver the 
office oguipment described under item 54-M-180 to zones 1, 2, 3, and 4 was 
accepted on June 14, 1954. The only other bid received on this item was also 
accepted, pursuant to the provision for multiple awards. 

By letter dated November 4, 1954, Remington Rand, Inc., advised that, in 
quoting the f. o. b. destination prices for the No. 308-5 tape-to-card converter 
and for the function 8 type 3111 summary punch covered by item 54-M-180, 
it had made several typographical errors in its bid; that the total shown for the 
function 8 type 3111 summary punch of $1,362.55, plus excise tax of $83.40 
(required by the invitation to be shown separately), was listed as $723.15 instead 
of $1,445.95—the correct total—in zone 2; and that the correct prices (excise tax 
included) for the No. 308-5 tape-to-card converter required for delivery to 
zones 1, 2, 3, and 4 are $5,337.90, $5,385, $5,407.60, and $5,472.50, respectively. 

In letters dated January 21 and March 22, 1955, addressed to our Office, the 
corporation requested that the contract be amended to reflect the alleged correct 
prices for the items in question. In its letter the corporation explained that, 
in the preparation of the price list submitted with its bid, it used the commercial 
price sheet for the required equipment as a worksheet. It explained further that 
a 2 percent trade discount was applied to the f. o. b. factory list prices shown on 
that sheet; that the net amounts were written in pencil on that sheet; and that, 
in transferring the net f. o. b. factory price of the No. 308-5 tape-to-card converter 
from the worksheet to the rough draft of the price list submitted with its bid, it 
inadvertently copied the f. o. b. factory price of a No. 308-4 alphabetical synchro- 
matic punch with visible automatic feed, which item was listed on the preceding 
line, 

In our letter dated March 21, 1955, B-121926, to the chairman, Select Com- 
mittee on Small Business, United States Senate, a copy of which was furnished 
to you by letter of the same date, the legality of certain contracts which were 
based.on multiple awards was discussed, and the conclusion was stated that, on 
the basis of the principles outlined in that letter, the multiplicity of awards is 
in itself wholly inconsistent with the existence of any obligation of the Govern- 
ment to any individual contractor, and that such contracts are accordingly unen- 
forceable. 

For the same reasons, it appears that Remington Rand, Inc., is not obligated 
under contract No. GS-038-13221 to furnish the office equipment described under 
item 54-M-180 at the prices specified in its bid. "The corporation is therefore 
being advised that it will not be required to accept orders at those prices. 

Sincerely yours, 
FRANK H. WEITZEL, 
Assistant Comptroller General of the United States. 


GENERAL Services ADMINISTRATION, 
Washington, D. C., May 13, 1956. 
Re Multiple- and single-award contracts, mandatory and optional, decisions 
B-121926 and B-122682. 
Hon. JOSEPH CAMPBELL, 
Comptroller General of the United States, 
Washington, D. C. 

DEAR MR. CAMPBELL: Your decisions B-121926 and B-122682 concerned the 
&uthority of GSA to negotiate, and the authority of executive agencies to use, 
certain open-end contracts and held that so-called multiple-award contracts were 
unenforceable. 

The scope and effect of your two decisions were of such import as to require, if 
not modified or clarified, an immediate discontinuance of a considerable portion 
< ee program presently being carried on by the Federal Supply Service 
of GSA. 

As a result, representatives of this agency conferred with your General Counsel 
on April 25 for the purpose of outlining the practical effect that the decisions had 
on GSA supply programs, to state our legal position with respect to certain issues 
raised in the decisions, to request clarification of doubtful inferences and to arrive 
at an understanding as to the most practical method for this agency to correct, 
on a progressive basis, any of its contracting methods which are ultimately found 
to be questionable as to legal sufficiency. 

Decision B-121926 discusses, among other things, open-end, entirely optional, 
service contracts entered into by GSA for the purpose of making available to all 
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executive agencies within the metropolitan area of the District of Columbia certain 
audio and visual services during a given period of time at established prices. The 
decision concluded that the agreements are not legally binding contracts, that 
their negotiation was not within the ‘statutory powers or authority” of GSA and 
that in the absence of a delegation of authority to executive agencies to negotiate 
contracts for such services, the placing of an order by any executive agency with 
any one of the GSA contractors would be in violation of the advertising require- 
ments of section 3709 of the Revised Statutes. 

We concur in the legal position expressed in your decision that these contracts 
and similar entirely optional contracts are not ‘contracts’ in the strict legal 
sense. They are in the nature of continuing offers, negotiated with suppliers 
under varying circumstances of necessity and desirability. 

We do not concur in your opinion that the negotiation of such continuing 
offers is not within the ‘statutory powers or authority” of GSA if such method of 
procurement and supply of personal property and nonpersonal services is deter- 
mined to be advantageous to the Government in terms of economy, efficiency, or 
service. 

Furthermore, we take the position that there is no violation of applicable 
advertising statutes where an executive agency places a purchase order with a 
GSA contractor under an entirely optional contract when the amount involved 
is within the open market limitation prescribed by law. 

From the tenor of decision B—121926, inference may be drawn that the use of 
a GSA contract providing for both mandatory and optional coverage by an 
agency included within the optional use provision is also contrary to applicable 
advertising statutes. It is our position that if the mandatory features of a 
eontract cover a bona fide requirement of the Government so as to effect a mutual 
obligation between the contractor and the Government with respect to the 
mandatory coverage, and if such requirement represents a substantial portion of 
the total contract, then the contract is legally sufficient and enforceable and 
contains adequate consideration to legally authorize its use by agencies coming 
within its optional provisions. 

Turning now to the question of multiple awards, this agency had recognized 
for a long time the legal implications involved in such contracts, as discussed in 
your decision. However, as explained at the conference of April 25, the use of 
multiple-award contracts has been employed for a period in excess of 30 years 
as the most practical method of supplving the Government's needs in certain 
circumstances. 

Generally speaking, multiple awards are made when necessary to meet the 
Government’s requirements for one or more of the following reasons: 

1. When no single supplier can furnish the total requirements. 

2. In order to obtain the most effective utilization of industry production and 
distribution facilities, including industry technical advice and service. 

3. When there is a need for a variety of selection in order to accomplish or 
produce required end results. 

4. When there is a lack of or there are inadequate specifications or standards to 
permit full competition. 

Multiple-award contracts consist of three types; mandatory, mandatory with 
optional features, and entirely optional. 

As stated above, we concur in your legal position that entirely optional multiple- 
award contracts are not binding on the parties and should be considered as con- 
tinuing offers. 

With respect to the category of multiple-award contracts which are mandatory 
for use by all executive agencies, such contracts usually cover items of equipment, 
supplies, and systems which are described in broad categorical terms, such as 
typewriters, adding machines, filing and accounting systems, ete., and which are 
produced or furnished by several suppliers. Each item of equipment, supply, or 
system differs among the several manufacturers in varying degrees of design, con- 
struction, method of operation and performance. Consequently, each supplier 
offers to furnish the Government with its own specific brand of items meeting the 
overall requirements. 

The Federal supply schedule contract for office equipment with Remington- 
Rand, Inc., which was the subject of your decision B-122682, was a contract of 
this type. The contract was mandatory upon executive agencies of the Govern- 
ment to the extent that each agency requiring a Remington-Rand produced item 
described in the contract was compelled to obtain such item from that supplier 
and the supplier was obligated to furnish the agency with each such item required 
within the terms of the contract. 
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Similar contracts are made for typewriters, filing and accounting systems, offset 
duplicating plates, drugs, medicines, laboratory and industrial chemicals, special 
laboratory apparatus and supplies, etc. 

Thejprimary purpose for multiple-award contracts of the above-described 

elasses is tojprovide the Government with selectivity of equipment, supply, or 
systems necessary in the performance of essential operations. It is impracticable 
in terms of economy and efficiency in operation to compel agencies to use a par- 
ticular type of equipment which will not produce the required end result because 
of the unfamiliarity of the user with the item or its incompatibility with existing 
equipment. 
i. For example, tests have shown that more efficient results are obtained at less 
cost by Government clerical personnel where the agency in which they are 
employed is in a position to supply such personnel with typewriters, adding 
machines and similar pieces of equipment with which they are familiar and 
adequately trained to operate. Further, where a particular brand of filing or 
accounting system of a specific manufacturer has been established in an agency it 
is necessary to procure additional equipment of the same manufacturer to maintain 
or expand the established system. 

At the April 25 conference, after a full discussion of the foregoing types of 
mandatory, multiple-award contracts, it was suggested that the legal sufficiency 
of such contracts might be rationalized on the basis that they are each sole source 
contracts with respect to the particular item or items contained therein and that 
your office would give further consideration to this matter. 

If ihe foregoing position with respeet to mandatory multiple-award contracts 
is maintainable, it would appear that mandatory multiple-award contracts with 
optional features are likewise legally sufficient as contracts. No question should 
therefore be raised with respect to violations of advertising requirements when 
agencies coming within the optional provisions use such contracts. 

It was pointed out at the April 25 conference that during the past few years this 
agency has been successful in eliminating certain multiple-award contracts. 
However, an immediate curtailment of both mandatory and optional multiple- 
award and optional single-award contracts would seriously disrupt the long- 
established supply program of this agency in rendering supply support to both 
civilian and military agencies, resulting in unnecessary competition among 
agencies, higher prices, and increased administrative expenses to the Government. 
In addition, such action would necessitate Government agencies stocking certain 
commodities, at additional administrative expense, which are presently available 
to them from supplier’s stocks under existing contracting methods. 

Subject to your approval, this agency proposes immediately to initiate the 
following actions with respect to its contracting methods which are involved: 
1. Mandatory multiple-award contracts (with or without optional features): 

GSA will review, on a progressive basis, all such contracts and take the following 
actions: 

(a) Contracts which are considered to consist of “sole source” items, such as 
typewriters and certain other office machines, filing and accounting systems, ete., 
will be continued on the theory that they contain sufficient legal consideration to 
characterize them as enforceable contracts. 

(b) Contracts for items such as tires and tubes and electrice lamps, where the 
various manufacturers’ products have similar use characteristics and specifications 
can or have been developed, will be restudied with both industry and Government 
representatives to determine if the Government’s requirements can be adequately 
served by the products of a single supplier within a specified area. If so, single 
awards for these items will thereafter be made. If not, multiple awards on the 
basis of (a) above will continue to be made. 

2. Optional contraets (multiple or single awards): 

GSA will review, on a progressive basis, all contracts which are entirely optional 
and take the following actions: 

(a) Make certain contracts of this type which are presently entirely optional, 
mandatory for a substantial or representative portion of the Government's esti- 
mated requirements. 

(b) Discontinue certain contracts of this type in cases where requirements can 
be adequately and economically obtained by various Government agencies. 

(c) Continue certain eontraets on an optional basis but restrict each order 
thereunder to the authorized open-market limitation of the ordering agency 
($1,000 for GSA and DOD and $500 for other agencies). 

(d) In case the review indicates that the Government's supply requirements 
cannot adequately be met by taking the action outlined under (a), (b), or (c) 
above, this agency will communicate with you further. 
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In conclusion, it is requested that you review your decisions in the light of the 
information contained in this letter and the facts discussed with your General 
Counsel at the April 25 conference and advise with respect to the following: 

1. May this agency continue its present methods of contracting while initiating 
an immediate review and study, on a progressive basis, of such methods to bring 
about a gradual and orderly compliance with the agreed on legal principles enun- 
ciated in your decisions. 

2. If your answer to 1 above is in the affirmative, do you concur in the pro- 
posed actions to be taken with respect to both multiple-award contracts and 
entirely optional contracts. 

3. Do you not agree in the legal position that the placing by an agency of a 
purchase order against an entirely optional contract, which involves the expendi- 
ture of a sum not in excess of the open-market limitation authorized for use by 
that agency, is within the authority of that agency and does not violate any 
statute with respect to advertising. 

4. Do you not agree with the proposition that where a contract is mandatory 
for a substantial portion of its coverage but has optional features, an agency com- 
ing within the optional coverage of the contract may legally place an order with 
the contractor under the contract. 

5. Do you not agree that the legal sufficiency of certain mandatory, multiple- 
award contracts may be rationalized and upheld on the basis that such contracts 
are in effect “sole source’ contracts, such as the above-described multiple-award 
contract for office equipment. If you agree with this proposition, it is requested 
that you reconsider your decision B-122682 wherein you held that the Federal 
supply schedule contract with Remington-Rand, Inc., was unenforceable. 

In view of the urgency of coming to a mutual understanding of this matter at 
the earliest possible time, your prompt consideration of this letter will be greatly 
appreciated. 

Cordially yours, 
Epmunp F. Mansure, Administrator. 
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Calendar No. 1288 


84TH CONGRESS | SENATE | REPORT 
1st Session No. 1275 


CHANGING THE NAME OF GARZA-LITTLE ELM DAM, 
LOCATED IN DENTON COUNTY, TEX., TO LEWISVILLE 
DAM 


Jurv 30, 1955.—Ordered to be printed 


Mr. Cuavez, from the Committee on Public Works, submitted the 
following 


REPORT 


[To accompany H. R. 6102] 


The Committee on Public Works, to whom was referred the bill 
(H. R. 6102) to change the name of Garza-Little Elm Dam, located 


in Denton County, Tex., to Lewisville Dam, having considered the 
same, report favorably thereon without amendment and recommend 
that the bill do pass. 

The purpose of the bill is explained in the report of the House 
Committee on Public Works, which follows and which is made a part 
of this report: 


The Garza-Little Elm Reservoir is located in Denton County, Tex., on Elm 
Fork of Trinity River, 30 river miles above its confluence with Trinity River and 
about 22 miles northwest of the city of Dallas, Tex. 

The purpose of the bill is to designate the dam as Lewisville Dam for the town 
of Lewisville which is the town nearest the dam. Naming of the dam for the town 
would seem most appropriate and the committee recommends passage of the bill. 

The report of the Department of the Army, indicating no objection, is herein- 
below set forth in full: 
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2 CHANGE NAME OF DAM IN TEXAS TO LEWISVILLE DAM 


DEPARTMENT OF THE ARMY, 
Washington 25, D. C., July 12, 1966. 


Hon: CHARLES A. BUCKLEY, E 
Chairman, Committee on Public Works, E 
House of Representatives. | 

DEAR MR. CHAIRMAN: Reference is made to your request for the views of the 4 


Department of the Army with respect to H. R. 6102, 84th Congress, a bill to change 
= name of Garza-Little Elm Dam, located in Denton County, Tex., to Lewisville 
Jam. 

The Department of the Army has no objection to the enactment of H. R. 6102, 
the purpose of which is set forth in the title. 

Sinee it appears that, under Publie Law 242, 80th Congress, the Board on 
Geographic Names may have an interest in this bill, it is.recommended that the 
views of the Board be requested. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report. 

Sincerely yours, 











ROBERT T. STEVENS, 
Secretary of the Army. 
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84TH CONGRESS | SENATE REPORT 
1st Session No. 1281 


STUDY OF FEDERAL HOUSING PROGRAMS 


Уолл 30, 1955.— Ordered to be printed 


Mr. SPARKMAN, from the Subcommittee on Housing, Committee on 
Banking and Currency, submitted the following 


PROGRESS REPORT 


[Pursuant to S. Res. 57) 


Senate Resolution 57 (March 18, 1955) authorized expenditures 
and temporary employment of additional assistants by the Committee 
on Banking and Currency. In Senate Report No. 42, the committee 
expressed a desire to continue investigations undertaken during the 
83d Congress and to broaden them wherever possible, so “that the 
operation of the Housing Act of 1954 should be subject to continuous 
observation.” 

Included as a legitimate field for study are investigations of non- 
compliance or malfeasance as well as studies of the established pro- 
cedures of all housing agencies of the Federal Government. Actual 
operating practices, whether or not carried out in accordance with 
prescribed regulations, are considered to be a proper subject for 
scrutiny. 

The assignment of responsibility for legislative work to the Sub- 
committee on Heusing arose from a full committee decision to refer 
all legislative bills to a subcommittee for initial action. 

The resolution provided for the expenditure of funds not in excess 
of $100,000. A proposed budget authorized the employment of 15 
persons. At the present time the subcommittee envisions a program 
which does not require the full complement of positions authorized, 
and the staff will be maintained at the present level of 10 employees. 


LEGISLATIVE HEARINGS 


On April 20, 1955, hearings were held by the subcommittee on S. 654, 

a bill to extend the direct loan authority of the Administrator of 

Veterans’ Affairs under title III of the Servicemen’s Readjustment 

Act; S, 755, a bili to authorize the conveyance of certain war housing 

projects to the city of Warwick, Va., and the city of Hampton, Va.; 

and S. 1575 and S. 1645, bills to provide for extension of certain 
1 
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purchase contracts of the Federal National Mortgage Association. 
Of these bills, S. 654, S. 755, and S. 1645 were favorably reported by 
the committee. The corresponding Senate report numbers are 243, 
242, and 241. 

Two of these bills have at this writing become public law. They are 
S. 654, which became Public Law 88, 84th Congress, and S. 755, which 
became Public Law 80, 84th Congress. 5. 1645, although passed by 
the Senate, has not yet been reported by the House Committee on 
Banking and Currency. 

Subsequently, on May 10, 11, 12, 13, 16, 17, 18, 19, and 20, 1955, 
hearings were held by the subcommittee on S. 789, a bill to continue 
authority for and increase funds authorized for loans and grants under 
the Farmers' Home Administration; S. 1022, a bill to set up an insur- 
ance program under the Farmers’ Home Administration; S. 1412 and 
S. 1542, bills to provide for occupancy of public housing projects by 
elderly persons of low income; S. 1501, a bill to provide for a new title 
X of National Housing Act to supersede the Wherry program; S. 1524, 
& bill to create & Public Facilities Credit Corporation under HHFA to 
lend money for municipal public works; S. 1565, a bill relating to 
smoke elimination and air pollution prevention; S. 1744 and S. 1766, 
bills to amend title IV of the Housing Act of 1950 relating to college 
housing; and S. 1800, a bill to extend and clarify laws relating to the 
provision and improvement of housing, the elimination and preven- 
tion of slums, and the conservation and development of urban com- 
munities. 

After holding hearings on these bills, the subcommittee believed it 
advisable to consolidate the provisions of the above bills into one clean 
bill and to include in such a bill certain recommendations made by 
witnesses who appeared before the subcommittee. This clean bill was 
presented to the full committee for consideration and was reported as 
S. 2126, Report No. 404, on June 1, 1955. 

On July 15, the subcommittee met in executive session to consider 
four noncontroversial bills, each of which provides for the sale of 
permanent housing to a community. These bills were H. R. 5512, 
H. R. 6980, S. 2351, and S. 2513. These bills were reported by the 
Senate Committee on Banking and Currency with amendments on 
July 21, and were passed by the Senate July 25, 1955. 


ROUNDTABLE DISCUSSIONS 


A series of three informal roundtable discussions, held on May 5, 
May 9, and June 17, 1955, served as an informal means of acquainting 
subcommittee members with the views of various public and private 
groups concerned with Federal housing programs. This informal 
exchange of views was a helpful supplement to the more formal 
legislative hearings. 

No formal agenda was prepared. "The chairman encouraged the 
invited participants to express themselves freely on problems they 
regarded as most urgent and pressing and urged the members of the 
subcommittee to raise questions covering any phase of the programs 
in which the Federal Government has an interest. All of these dis- 
cussions were well attended and proved most helpful to the subcom- 
mittee. Participants generally approved this type of meeting, for it 
enabled them to explore issues which they felt they could not discuss 
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adequately in formal committee hearings. The record of these 
discussions is now available in printed form. 

The first of these meetings, held on May 5, 1955, included Albert 
Cole, Oakley Hunter, Ashley Foard, Arthur Viner, and Carter McFar- 
land of the Housing and Home Finance Agency; Charles E. Slusser, 
Public Housing Administration; Norman P. Mason, Frank Meistrell, 
Adolphus Prothro, and Allan F. Thornton of the Federal Housing 
Administration ; Thomas J. Sweeney, Ralph H. Stone, and John 
Dervan of the Veterans’ Administration. 

The second roundtable discussion, attended by representatives of 
public-interest groups, was held on May 9, 1955. Those attending 
were Lee F. Johnson, Ira S. Robbins, and Dr. William L. C. Wheaton 
of the National Housing Conference; Peter Henle of the American 
Federation of Labor; Ben Fischer of the Congress of Industrial 
Organizations; Wallace Campbell of the Cooperative League of the 
United States; Philip Schiff of the American Association of Social 
Workers; Bernard Weitzer of the Jewish War Veterans of the United 
States; Oliver C. Winston, Robert D. Sipprell, and William L. Slayton 
of the National Association of Housing and Redevelopment Officials; 
Mrs. Olya Margolin of the National Association of Jewish Women; 
and Charles Smith of the National Council of the Churches of Christ 
in America. 

On June 17, 1955, the third discussion was held. "This final meeting 
ate the following members of the home-building industry: 
George S. Goodyear, Herbert S. Colton, John M. Dickerman, and 
Joseph McGrath, representing the National Association of Home 
Builders; John C. Williamson, Eugene C. Fretz, Arthur P. Wilcox, 
and O. G. Powell, representing Realtors Washington Committee, 


National Association of Real Estate Boards; Samuel E. Neel, repre- 
senting Investment Bankers Association of America; Harold P. 
Braman, representing National Savings and Loan League; and 
Stephen Slipher, representing United States Savings and Loan League. 


INVESTIGATIVE ACTIVITIES 


In addition to the legislative functions described above, the duties 
of the subcommittee fall into two related classes of investigative 
activity: the investigation of individual cases, and the investigation 
of agency procedures and practices. 


INVESTIGATION OF INDIVIDUAL CASES 


The first is to evaluate and to seek satisfactory solutions for the 
numerous complaints received by the subcommittee. These com- 
plaints cover virtually every phase of housing and the housing 
industry. They range, for example, from the charge that the Public 
Housing Administration is discriminating against a cooperative group 
of tenant purchasers, to the complaint from an individual that he has 
been charged excessive closing costs or that his house has not been 
built in accordance with FHA- approved plans and specifications. 

Each of these requests for assistance receives individual attention 
from the subcommittee. They are received from the Members of 
both Houses of the Congress, from builders, home buyers, veterans, 
project owners, and workmen. Although it is obviously impossible 
to conduct a full-scale investigation of each complaint received, every 
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effort is made to evaluate the complaint and to devote to it as much 
time and energy as necessary. 

The following examples are typical of the cases in which the sub- 
committee has had some measure of suécess in finding a satisfactory 
solution to individual complaints. 


Shoddy construction and overcharging 


A complaint involving shoddy construction and inadequate inspec- 
tion came to the attention of the subcommittee in March of this year 
from a homeowner in New York State. 

Among the construction defects listed were: defective septic tank, 
poor drainage, poor construction of garage, defective driveway 
defective bathroom and fixtures, inadequate heating facilities, and 
defective lighting fixtures. In addition, the owner alleged that the 
builder made an unlawful overcharge of $1,873.90. 

As a result of efforts by the subcommittee, arrangements were made 
through the Veterans' Administration and the builder to have these 
defective matters corrected. According to the latest report to the 
subcommittee, all of the deficiencies were to have been corrected on 
or before July 22, 1955. 

An investigation of the “overcharge” complaint has been made by 
the FBI. Its report has been referred to the appropriate United 
States attorney to ascertain whether there has been any violation of 
the Federal penal statutes. In addition to assignment of the “over- 
charge” complaint to the United States attorney, the FHA’s insuring 
office has been instructed to make a complete administrative finding 
and to advise both the homeowner and the builder of its conclusions. 

Should its conclusions be adverse to the builder, FHA can, of 
course, take certain administrative action against him, irrespective 
of any action which might be taken by the United States attorney. 


Substandard construction of veterans’ housing 


On April 28, 1955, the subcommittee received a complaint from a 
committee representing World War II veterans, residents of an Ohio 
community, regarding housing financed under the VA home-loan pro- 
gram. ‘The committee, representing 219 homeowners, claimed to 
have been victimized by substandard construction and inadequate 
inspections. The complaints received dealt primarily with gradings, 
foundations, furnaces, and structural defects. Members of Congress 
also expressed an interest in this case. 

The subcommittee began an inyestigation to determine the merits 
of these complaints and to determine what could be done to correct 
these conditions. Because some of the defects obviously required 
prompt attention, the VA was urged to exert its influence to seek an 
agreement between the builder and the owners of the property. 
After considerable delay, this agreement was finally reached. The 
builder has now promised to do whatever is necessary to bring the 
dwellings into conformity with plans and specifications. As more 
than 200 homes are involved and the builder has agreed to deal with 
each homeowner individually, a substantial period of time may elapse 
before all corrective work can be completed. As of July 5, a total of 
181 homeowners had submitted itemized lists to the builder and 
corrective work had been started on most of their houses. 

All plumbing, electrical, tin, and plasterboard work has been com- 
pleted. Ceiling insulation has been added in 86 homes; grading has 









a 


STUDY OF FEDERAL HOUSING PROGRAMS 5 


been completed on all but 12 homes. Although carpentry work and 
calking is substantially completed, there still remain some houses 
on which this work has not yet been done. 

The VA admits that its inspection by fee inspectors was poor and 
states that the inspectors involved will not again be used by the 
Agency. 

The subcommittee has arranged to receive periodic reports of the 
progress of these cases and will maintain its interest until they are 
satisfactorily settled. 


Premature destruction of records 


The subcommittee investigated alleged deficiencies in an FHA- 
insured single home in Birmingham, Ala., as a result of a letter to the 
chairman from the property owner. 

Investigation revealed that the contractor was granted a commit- 
ment on the basis of existing construction although the application 
was filed on the basis of proposed construction. While the footings 
and foundation were poured prior to the issuance of a conditional 
commitment, FHA inspectors made two inspections before completion. 
The firm commitment was issued on the basis of a final appraisal only. 
Further investigation revealed that the mortgagor had made a com- 
plaint to the Birmingham insuring office with respect to deficiencies 
in workmanship, as well as certain deviations from the plans and 
specifications. 

Since FHA regulations permit the destruction of the insuring office 
files on existing construction cases 60 days after closing, the entire 
insuring office file on this case had been destroyed, and there was no 
way of determining whether the alleged deviations from the plans 


and specifications were taken into consideration by FHA appraisers. 
FHA inspectors found 13 deficiencies in workmanship. The con- 
tractor was instructed by FHA to make the necessary corrections and 
repairs. The Birmingham insuring office informed the Washington 
headquarters office that all defects and deficiencies had been corrected 
by the contractor when a final inspection was made on July 14. 


Dispute in sale of Government housing 

A complaint, recently called to the attention of the subcommittee, 
involved a dispute between two groups seeking to purchase Govern- 
ment housing in Connecticut. According to information received from 
the Public Housing Administration and other sources, the pertinent 
facts are substantially as follows. 

This project contains 924 dwelling units with a sales price of 
approximately $3 million. It was constructed under the Lanham 
Act, Public Law 849, and Public Law 671, 76th Congress. The 
project was offered for sale as a unit since all of the buildings had a 
common heating facility. 

On February 18, 1955, notice of invitation for offers to purchase 
this project was sent to all of the tenants with full information con- 
cerning the terms and condition of sale, together with notice that 
preference would be given to veterans and occupants. Offers from 
such cooperative groups could be made until April 20, 1955. As a 
result of these notifications, one cooperative group consisting of vet- 
erans and tenants submitted an offer which met the preliminary 


< 


requirements. “his cooperative showed a membership of 506, in- 
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cluding 265 veterans. Of these members, 464 paid the required 
deposit of $50 each. 

Another group of tenants voiced strenuous objections to PHA's 
dealings with the original cooperative. "This second group demands an 
opportunity to buy the project also. Charges were made by a repre- 
sentative of the protesting group alleging undue influence upon PHA 
and that information was secured from PHA in advance of public 
notice. It was also charged that one official of the management 
company hired by the original cooperative had relatives who had been 
denied passports by the State Department and that one of these 
relatives had invoked the fifth amendment before a congressional 
committee. The PHA took the position, with which this subcom- 
mittee agrees, that this charge had no material bearing on the specific 
housing question involved in this case. 

The Public Housing Administration is required to sell defense- 
housing projects built under the provisions of the Lanham Act, where 
they are no longer needed for the purposes for which they were built. 
Where it is not feasible to sell for individual home use, the PHA 
endeavors to sell the projects in one lot to cooperative groups. In 
such cases, veterans and other occupants are given a first priority in 
purchasing. Many of these projects are large and require substantial 
sums for necessary financing. Extreme rivalry has been known to 
develop between groups of tenants occupying such projects over their 
rights to purchase. 

In order to meet the final requirements imposed by PHA, the 
cooperative that has met preliminary requirements must afford every 
tenant a minimum period of time during which he may join. This 
opportunity to become a member has already been extended to all 
tenants. 

The subcommittee desires to assure each eligible occupant and 
veteran an equal opportunity to purchase a unit in this project. 
If members of the protesting group avail themselves of their oppor- 
tunity to join the original cooperative group, they will then have a 
full voice in the cooperative’s activities and will be on an equal basis 
with all of its members. Furthermore, the present management 
contract runs for 1 year, after which a majority of the cooperative 
membership can control the entire operation of the project as it sees 
fit. 

The subcommittee has received numerous letters and protests from 
tenants objecting to PHA’s preliminary approval of the first coopera- 
tive group. Although the sale of this project has not been consum- 
mated, the subcommittee feels that PHA has proceeded in accordance 
with applicable statutes and regulations. The subcommittee does 
not wish to favor any particular competing group in matters involving 
disposition of Government housing. It does insist that competing 
groups be treated fairly and that PHA’s activities be in strict accord- 
ance with pertinent statutes and regulations. 


Use of substandard lumber 

Members of the Alabama Forest Products Association informed the 
chairman that pertinent regulations requiring the use of No. 2 lumber 
or better for FHA-insured and VA-guaranteed houses were being 
violated in the State of Alabama, where some builders substituted 
No. 3 or No. 4 lumber. These charges were based upon a report 
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submitted by a representative of the Southern Pine Inspection Bureau 
to the director of FHA's Birmingham insuring office. It was also 
alleged that a chief appraiser of the VA reported the use of below- 
standard western fir lumber in veterans' housing projects. 

The subcommittee investigated these representations. The chief 
appraiser for the VA at Montgomery, Ala., informed staff members 
that his inspectors had found instances where western fir lumber 
below No. 2 grade was being used in veterans’ housing projects, but that 
the inspectors were rejecting this lumber and requiring No. 2 or better. 

He stated that he had personally inspected one house in Birmingham 
where ungraded western fir lumber had been used. Tracing the source 
of this lumber he found that 1 dealer had purchased about 40 carloads 
of ungraded western fir and was selling some of it to contractors on 
an “as is” basis. This dealer was advised that no lumber below No. 2 
grade was to be furnished for any VA projects. The chief appraiser 
was positive in saying that where VA inspectors find the lumber below 
No. 2 grade it is rejected in all cases and that the grade of lumber 
being used in the VA projects conforms to standards. 

Inspectors of the Southern Pine Inspection Bureau accompanied 
FHA inspectors on 78 inspections during March 1955. "These in- 
spections were made prior to the time when FHA would normally 
have made its inspections and may in some respects be considered 
as a course of training for FHA personnel. On 35 of the 78 projects 
inspected, it was found that the lumber was all “on grade.” On 43 
of the projects the lumber was found to be “off grade.” It is not 
known whether FHA inspectors without the aid of the Southern Pine 
Inspection Bureau would have made the same findings. 

As the Southern Pine Inspection Bureau does not inspect lumber 
other than pine, there are no reports by this Bureau as to the quality 
of western fir lumber used in FH A-insured projects. Copies of the 
Southern Pine Inspection Bureau reports covering the 78 projects 
were obtained. The subcommittee has determined that corrective 
action has been taken in almost all cases and FHA will report on the 
remaining few. 

The investigation of individual inquiries or complaints, such as 
those described above, consumes a considerable portion of the total 
workload of the subcommittee. There are many instances when, 
despite the combined efforts of the subcommittee, the appropriate 
Government agency, and other interested groups, no completely 
satisfactory solution can be reached. The subcommittee, however, 
is pleased to receive requests for assistance in cases of this kind, for 
they frequently lead to the discovery of a general situation that may 
require corrective action. 


The problem of inadequate inspections 


An example of a problem that was identified in the course of investi- 
gating specific complaints is the problem of inadequate inspections. 
Numerous complaints as to the quality of housing or the noncom- 
pliance of builders with plans and specifications may indicate the 
breakdown of FHA’s inspection system. The majority of complaints 
received by the subcommittee are of this type. 

The only real answer to complaints of this type is to eliminate the 
possibility of their occurring. Under our present system this can be 
done only through a continuous drive for a more efficient inspection 
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system in both the FHA and the VA. More effective inspections are 
needed. It is the ounce of prevention that would lead to a substantial 
decrease in the large volume of complaints. 

Various committees of the Congress have been confronted with this 
same problem in past years. In 1952, the Teague committee (House 
Select Committee To Investigate Educational Training and Loan 
Guaranty Programs) made constructive recommendations in connec- 
tion with the inspection and appraisal system of the VA. The report 
of the Teague committee stated, on page 4: 

The Veterans’ Administration should not appraise and guarantee loans on any 
new housing which is not constructed in accordance with the minimum construc- 
tion standards of the Veterans’ Administration and inspected for compliance 
during construction. 

Similarly, the Rains committee (Subcommittee on Housing, House 
Banking and Currency Committee) reported in 1952: 

FHA and VA building-inspection personnel should receive on-the-job training 
in site-inspection techniques. 

FHA and VA should reexamine their entire operations to place greater emphasis 
on raising housing standards with respect to site planning, size of rooms, and other 
design features, and construction quality. The unusual emphasis on volume and 
speed which was appropriate during the years immediately following VJ-day is 
no longer appropriate. 

The problem created by noncompliance and poor inspections is not 
new. It occurs more frequently when there is an increase in construc- 
tion volume such as has been noted in 1955. The studies of individual 
cases are often indicative of the results of an inspection system which 


does not function efficiently. 
INVESTIGATION OF AGENCY PROCEDURES AND PRACTICES 


The second investigative function the subcommittee assumed was 
to develop a long-range program of study of FHA’s operating pro 
cedures. Under the FHA system, certain functions are common to 
all operating programs. For example, FHA’s underwriting procedure 
must be carried out by FHA personnel with respect to every mortgage 
insured, whether it be single-family sales housing or multifamily rental 
housing. Moreover, the underwriting process determines, within 
certain statutory limits, whether a particular mortgage will be made, 
and the amount of that mortgage, if made. In short, the underwriting 
function is the heart of the entire FHA procedure. Poor under- 
writing procedures can lead to overbuilding, overextension of credit, 
unwarranted defaults, and a drain on FHA’s reserve funds. Poor 
underwriting can endanger the whole FHA system. 

The chairman, therefore, has directed the staff to undertake a 
study of FHA’s underwriting procedure. This includes not only the 
procedures as outlined in directives issued by the FHA Washington 
office, but also the actual operating practices in insuring offices 
In the appendix, exhibit A is a survey report on the underwriting 
procedures under title II, section 203, of the National Housing Act 
Corollary data are being developed to determine the comparative 
records of FHA’s local offices with respect to applications received and 
approved, mortgages insured, and foreclosures. 1 | 

As an example of the data being compiled, exhibit B in the appendix 
is an analysis showing (1) 10 States with a better-than-average fore- 
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closure record over the past 5 years, and (2) 10 States with a poorer- 
than-average foreclosure record over the same period. 

In addition, exhibit C is an analysis showing (1) 10 States where 
the percentage of foreclosures has decreased over the past 5 years, 
and (2) 10 States where the percentage of foreclosures has increased 
over the same period. "These figures relate to single-family houses 
insured under section 203 of the National Housing Act. 

The majority of foreclosures, FHA states, occur about 3 years after 
the sale has been consummated. Therefore, a lapse of 3 years has 
been allowed in relating foreclosures to sales. 

Exhibit D of the appendix is a schedule showing monetary gain 
and loss on the disposition of properties acquired by FHA through 
default. This exhibit indicates, on a comparable basis, the insuring 
offices that have disposed of acquired properties at a gain and those 
that have disposed of acquired properties at a loss. 

During the period January 1, 1953, to April 30, 1955, a total of 336 
individual houses were disposed of at a loss aggregating $344,402, or 
an average loss of $1,025 per house. The sales in nine States re- 
sulted in an average loss to FHA in excess of this national average. 
Further study and analysis should indicate whether these losses are 
the result of local economic conditions or of poor underwriting judg- 
ment. 

The subcommittee’s purpose in developing this type of data is to 
establish criteria with which to appraise the efficiency of FHA insur- 
ing offices. "Too often it is said that the efficiency of an FHA insur- 
ing office is based upon the amount of insurance written by that 
office. The subcommittee doubts seriously that the simple quantita- 
tive test of volume is an adequate criterion upon which to judge the 
efficiency of an insuring office. The number of applications received 
as compared with the number of mortgages finally approved in an 
area, for example, bears a relationship to the care with which these 
applications for mortgage insurance are scrutinized. The number of 
insured mortgages compared with the number of defaults bears a re- 
lationship to the efficiency of the underwriting system and judgment 
of the personnel who perform underwriting duties. 

Using the knowledge acquired from a study of operating records of 
FHA insuring offices, the subcommittee will be in a position to select 
offices the operations of which should be studied. It is anticipated 
that the subcommittee staff will review the operations of offices that 
appear to have a high efficiency ratio as well as those that appear to 
have a low efficiency ratio. It is equally important to determine 
what factors lead to a high record of achievement as it is to be aware 
of the practices or problems that lead to inefficiency. 

The subcommittee has examined one phase of the underwriting 
activities of an insuring office in connection with the investigation of 
an individual case. This case illustrates the failure of an FHA office 
to require a sponsor to furnish sufficient evidence of financial responsi- 
bility. A history of the project and the findings follow. 


The Gateway case—underwriting and financing 

An investigation of the Gateway Apartments, Inc., a multifamily 
rental project, consisting of 192 units, constructed under section 207 
of the National Housing Act, was made by the subcommittee. At the 
same time, a study was made of the underwriting procedures employed 
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by the FHA insuring office at Boston, Mass., in connection with this 
project. Both actions were taken as a result of interest expressed to 
the subcommittee by à Member of Congress from Massachusetts. 

The subcommittee reviewed the FHA files on this case, visited the 
project, and talked with persons in Springfield, Mass., and FHA 
officials in Boston. 

In order to proceed with construction of the project, the sponsor 
assigned to the sponsoring corporation 20 acres of a 25-acre site owned 
by him. Simultaneously, through a separate corporation, the sponsor 
constructed a shopping center on the remaining 5 acres. 

The construction of the apartments and the shopping center was 
erformed by a construction corporation wholly Ёа by the sponsor. 
HA did not insure the financing for the shopping center. Inasmuch 

as a lump-sum contract was entered into by the sponsoring corporation, 
the Gateway Apartments, Inc., with the sponsor's construction com- 
pany, the actual cost of constructing the Gateway Apartments is 
not known. 

A commitment for mortgage insurance was issued to the sponsoring 
corporation on July 23, 1953, in the amount of $1,422,200. The project 
was completed in late 1954; the first mortgage payment was due on 
January 1, 1955. The sponsoring corporation failed to make the 
January and February payments on the mortgage. The mortgagee 
took possession of the property in March 1955 after the issuance of a 
formal notice of default. 

From the time the first unit was completed until final completion 
of the project in late 1954, the sponsoring corporation has had an 
extremely poor occupancy experience. On January 1, 1955, less than 
45 percent of the units were rented and on June 21, 1955, less than 
55 percent of the units were rented. As a result of this low-occupancy 
ratio the corporation did not have sufficient funds to meet the 
mortgage payments when they became due. 

Conflicting statements have been made as to the reasons for the 
low-occupancy ratio. The management contends that the only reason 
why the project is not fully rented is that the rent schedule established 
for the apartments is too high. Other persons in Springfield indicated 
that not only are the rents too high but that the type of construction 
is not suitable for the location and that the construction of numerous 
single-family houses in the area has affected the market for rental 
housing. 

FHA officials appear to be divided in opinion as to the cause of the 
unsatisfactory rental experience. Each one interviewed, except the 
market analyst, stated that expansion of the single-family housing 
program was the major contributing factor. They defended the 
approval of this project from the standpoint of location and design, 
as well as satisfactory construction in accordance with specifications. 
The market analyst stated that the accelerated single-family housing 
program in the past 2 years has not affected the rental housing needs 
and that in his opinion the project will be successfully rented if an 
adjustment in the rent schedule is made to place it on a comparable 
basis with other rental projects in the area. The subcommittee made 
independent inquiries of owners and tenants of some of the rental 
housing projects in Springfield and found only normal vacancy ratios. 

Despite the statutory requirement that he invest over $72,000 in 
cash and despite his transferring to the sponsor corporation land 
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valued by FHA at over $79,000, the sponsor had apparently abandoned 
the Gateway project. It is indicated that he will deed the property 
to FHA in lieu of foreclosure without any attempt to recoup his 
apparent loss. Since the project has been completed the sponsor has 
sold his residence in Springfield and moved to Florida. 

As the final inspection of the project by the FHA had not yet been 
made, the subcommittee made inquiry concerning the financial 
responsibility of the sponsor and his wife with respect to their personal 
liability under an indemnity agreement executed by them to guarantee 
satisfactory completion of the project. This personal liability of the 
sponsor is in an amount equal to $155,602. The sponsor’s financial 
statement indicated that his net worth was $601,978. The tangible 
assets of the sponsors as indicated by this financial statement were 
discussed with FHA officials in Boston. It was found that little or 
no verification was made by the FHA as to the existence of, or the 
value of, the assets indicated. 

FHA regulations are quite specific with respect to acceptable assets 
of personal indemnitors. The Boston FHA officials had made no 
attempt to eliminate from the sponsor’s list of tangible assets those 
assets which were unacceptable under FHA regulations. Strict com- 
pliance with the regulations would have eliminated assets in the 
amount of $440,978 as being unacceptable. The estimated value of 
the remaining acceptable assets amount to $161,000. 

The regulations require acceptable tangible assets to be available in 
an amount equal to at least twice the amount of the sponsor’s personal 
liability under the indemnity agreement. As the personal responsi- 
bility of these sponsors under the agreement was $155,602, the total 
tangible net worth available should have been at least $311,204. 

As previously indicated, final inspection of this project had not been 
made and until a satisfactory inspection report has been rendered, the 
sponsors are personally liable under the indemnity agreement. If 
this project had not been completed, FHA could have placed scant 
reliance on the personal indemnity agreement. 

FHA officials left the impression that they relied on their familiarity 
with the sponsor’s financial connections, including relatives who, they 
assumed, would be able to meet any financial liability that might 
arise. The FHA officials indicated that after a personal indemnity 
agreement has been signed, the FHA is not required to verify con- 
tinually the availability of sufficient assets to satisfy the liability under 
the agreement after the initial verification. 

It is clear that the sponsor was not required to make available 
sufficient assets to insure satisfactory completion of the project and 
that there was no requirement that any of the assets originally 
shown would remain available during the period the sponsor was 
liable. At the present time FHA has no evidence in its files to indi- 
cate that there are any assets legally available to satisfy any liability 
that might arise as a result of the final inspection. 


HOMEOWNER’S WARRANTY INEFFECTIVE 


A study of FHA procedures revealed that the builder’s warranty 
required by the 1954 amendments to the National Housing Act 
(sec. 801, Public Law 560) has been ineffective for many homeowners 
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and could be ineffective for a great many more this year. This 
situation exists because of the premature destruction of FHA records 
affecting VA-guaranteed loans. 

FHA regulations require that, following a 60-day reconsideration 
period, the field office Tiles on cases processed by FHA be forwarded 
to the Washington office, if the cases did not result in FHA mortgage 
insurance. "These case files are kept in Washington storage until a 
postaudit is made. If cleared by the auditors, the files are destroyed. 
Audits are made on an annual basis. It is, therefore, possible that 
some case files will be held for a full year, while others received 
during the year between audit dates may be held for only a few 
months or even a few days. 

About 50 percent of the cases processed by FHA do not result in 
FHA mortgage insurance. Of these, a large percentage are eventually 
covered by VA-guaranteed loans. VA has estimated conservatively 
that there were at least 32,000 such cases in the past 7 months. 

FHA’s estimate of the number of cases involved suggests a problem 
of considerably greater proportions. In testimony before the House 
Committee on Appropriations, FHA estimated that as many as 
100,000 such cases would be transferred to the VA during the fiscal 
year 1956. 

The availability of plans, specifications, and inspection reports for 
at least 1 year was recognized by Congress as vitally important for the 
protection of homeowners. The importance of this policy is borne out 
by the fact that VA relies on FHA valuations and inspections of 
cases previously processed through FHA. The law cannot be ad- 
ministered effectively if the records necessary to substantiate a 1-year 
warranty are destroyed within 60 to 90 days after FHA’s closing date. 

Following discovery of this situation, the subcommittee took 
steps to correct it. The subcommittee recommended to the appro- 
priate officials in the executive branch that administrative procedures 
be devised or modified to protect the homeowner’s warranty for at 
least 1 year as required by statute. This recommendation was sub- 
mitted to the FHA Commissioner to insure proper coordination be- 
tween FHA and VA. The Commissioner will keep the subcommittee 
advised as to the progress made and will submit his final disposition of 
the matter to the subcommittee in writing. 

In its dealings with the Veterans’ Administration, the Public Hous- 
ing Administration and the Federal Housing Administration, the sub- 
committee has found it necessary to make many requests for informa- 
tion and assistance. Despite the pressure of these requests and the 
work which they involve, the subcommittee enjoyed complete cooper- 
ation from personnel of each of the agencies. 

The Comptroller General has also contributed materially by assign- 
ing trained personnel to the subcommittee and by making available 
the facilities of the General Accounting Office. For this assistance 
from the General Accounting Office, as well as for the cooperation of 
the executive branch, the subcommittee is most appreciative. 
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} A brief survey has been made of the underwriting activities of the Federal 
| Housing Administration, with respect to the housing program under Title II— 
| Section 203 of the National Housing Act, as indicated by the Administration to 
2 presently in effect in the Washington headquarters and in the field Insuring 
offices. 










ORGANIZATION 






The reorganization of the Federa’ Housing Administration was approved by 
the Commissioner on April 4, 1955. Administration officials indicated that the 
: reorganization of the FHA has been in process for about 1 year and that the 
у Washington headquarters organization has been functioning in accordance with 
the organizational statements for the past 6 or 8 months; that during that time 
the field offices have been in process of functional conversion into the new organiza- 
tion, and that at the present time the reorganization is complete. 
; The operations of the Administration are carried out in four departments, each 
b department headed by an Assistant Commissioner responsible directly to the 
Commissioner. The departments are: 
1. Administration 
2. Programs 

E 3. Operations 
E 4. Technical Standards 

The district director of each insuring office is responsible for all operations 
within his region and he is in turn responsible to the Assistant Commissioner for 
Operations through a zone operations commissioner. At the present time the 
75 insuring offices are controlled through 6 zone operations commissioners 

The Assistant Commissioner for Technical Standards is responsible for technica! 
supervision over all underwriting activities in the field offices and provides tech- 
nical advice and assistance to all elements of the FHA. While the Assistant 
Commissioner for Technical Standards through two divisions, namely the Archi- 
tectural Standards Division and the Appraisal and Mortgage Risk Division, is 
responsible for policies, procedures, and technical standards in all underwriting 
activities, the district director in each field office is solely responsible for all 
underwriting operations. Prior to this reorganization, all underwriting activities 
conducted in field offices were the responsibility of the chief underwriter who was 
responsible to the Assistant Commissioner, Underwriting, on all matters pertain- 
ing to procedures, qualifications of underwriting personnel, underwriting organ- 
ization, application of technical standards, valuations, construction cost examina- 
tion, compliance inspection, and all phases of mortgage-risk rating. The chief 
underwriter in the field offices was subject to administrative supervision only 
by the head of the field office to which he was attached on all nontechnical matters 
organization, discipline, and office routine. 

The field offices are divided into two divisions: (1) The underwriting division; 
ў 2) the operating division. 
3 The chief underwriter is responsible to the director on all matters of under- 
writing. In the smaller insuring offices the assistant direetor may also serve as 
chief of the operations division, or the chief of the operations division may also 
serve as the assistant director. The organization manual does not provide for the 
assistant director to serve as the chief underwriter or for the chief underwriter to 
serve as the assistant director. 

A review of the functional and key staffing chart of the Washington insuring 
office indicates that the underwriting activities have been completely separated 
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€ all other activities. The operations division is composed of the following 
sections: 

1. Insurance programs representative who deals with the mortgagees for the 
pepe of bettering the relationship between the Administration and the various 

ending institutions. 

2. Market analysis specialists who are responsible to the director for reports of 
~ housing market needs and economie conditions within the area of the insuring 
offices. 

3. Racial relations specialist. 

4. Attorney adviser to the director on legal matters generally. 

5. Title I loan service representative. 

6. Property management and mortgage service section responsible for the 
properties held by the Administration and the servicing of all mortgages acquired 
as a result of the sale of properties which had been taken over by the office. 

7. Clerical processing section which includes units for initial processing of 
applications and issuance of commitments. 

The underwriting division is composed of four sections and is under the super- 
vision of the chief underwriter, who is responsible directly to the office of the 
director. The chief underwriter receives technical guidance, advice, and assist- 
ance on all underwriting policies and procedures from the Assistant Commissioner 
for Technical Standards, through the office of the director. 

It was noted that many of the sections in the Washington insuring office have 
not been staffed. This is due to the fact that these sections are newly created 
and the personnel has not been directly assigned. No verification has been made 
of the actual operations either in the Washington headquarters or the Washington 
insuring office to determine whether or not the Administration is actually oper- 
ating in accordance with the organizational manual. The Administration has 
stated that both the Washington headquarters and the insuring offices are being 
staffed as quickly as possible in order that they may function under the new 
organizational setup. Actual adherence to the approved organization and actual 
operations in accordance with the prescribed procedures can only be determined 
by a thorough study of the actual practices in the various offices. 


UNDERWRITING ACTIVITIES 


The Office of Technical Standards in the Washington headquarters is composed 
of two divisions: 
1. Architectural Standards Division: 
(a) Architectural Section 
(b) Construction Cost Section 
(c) Property Requirements Section 
2. Appraisal and Mortgage Risk Division: 
(a) Valuation Section 
(b) Mortgage Credit Section 
(c) Land Planning Section 
(d) Review and Analysis Section 

As no recommendation is made by the underwriting division in the insuring 
offices with respect to value of either proposed or existing housing without the 
determination of the estimated replacement cost of the property, the Office of 
Technical Standards in Washington headquarters must lay down for the field 
architectural specifications, basis for standard construction costs, minimum 
property requirements, standards for land planning, and standards governing 
the determination of basic and variable costs. 

The organizational manual indicates that the two divisions of the Office of 
Technical Standards are responsible for establishing and maintaining architectural 
and engineering standards, methods, procedures, and techniques including 
minimum planning requirements, minimum construction requirements, minimum 
property requirements and procedures and criteria for rating of physical security 
as well as the function of establishing and maintaining standards, procedures, 
and techniques for mortgage credit, valuation, land planning, and the selection 
and rating of mortgage risk; determination of acceptability of new materials 
and methods of construction; maintenance of continuing research in contemporary 
residential design and modern methods and techniques. 

The Office of Technical Standards is not responsible for the processing of 
applications or the underwriting results. This is the sole responsibility of the 
director of the insuring offices. However, the divisional directors or the section 
chiefs in the Office of Technical Standards may render advice in controversial 
cases or in matters of a technical nature where disputes may arise with builders 
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or sponsors. In all cases where there is an FHA employee interest in a project 
or unit, the Office of Technical Standards in the Washington headquarters must 
review the underwriting results. 

The Underwriting Division in the insuring offices is composed of— 

1. Valuation Section 

2. Architectural Section 
(a) Processing Unit 
(b) Inspection Unit 

3. Mortgage Credit Section 

4. Land Planning Section 

In the Washington insuring office provision is made for specialized engineering 
services, including mechanical engineers, sanitary engineers, and structural 
engineers. It is expected that in the larger offices this specialized engineering 
service will be part of the permanent staff of the Underwriting Division. At the 
present time such specialized service is available to the various insuring offices 
through staffs operating within zones. 

In order to assure the Assistant Commissioner for Technical Standards that 
the underwriting activities in the various insuring offices are conducted in accord- 
ance with the policies and standards set down by his office, there are approxi- 
mately 12 technical underwriting supervisors located in various sections of the 
country. Their responsibility is to review the practices in the underwriting 
divisions of the insuring offices within their territory and give technical advice 
and guidance in respect to standards and to report directly to the Assistant 
Commissioner for Technical Standards. 


UNDERWRITING PRACTICES-—-WASHINGTON INSURING OFFICE 


Applications may be filed with the insuring offices for either a conditional com- 
mitment or a firm commitment. The housing for which a commitment for mort- 
gage insurance is requested may either be existing housing or proposed con- 
struction. A conditional commitment for mortgage insurance will be issued 
when no mortgagor is known, A firm commitment will be issued to a sponsor or 
mortgagor and a firm commitment with additional provisions, known as a dual 
commitment, will be issued to a sponsor or builder. The procedures for the 
determination of “estimate of value" for existing housing vary from those followed 
for proposed construction. Once a determination of the “replacement cost of 
building improvements, new condition" has been made, however, the procedures 
followed leading to an underwriting recommendation are the same in the case of 
either existing housing or proposed construction. 

Within the framework of the policies, procedures, and standards laid down by 
the Office of Technical Standards, the insuring offices have developed standard 
construction costs and minimum property requirements for all basic types of 
housing. The preparation of the cost data handbook is a large scale operation 
and unless current costs vary greatly or until the standard costs have been in use 
for a long period, it is not revised. Each phase of construction for each basic 
tvpe of housing is costed as to labor and material. These costs are assembled and 
constitute basic or standard costs for each type of housing. 

In order to provide a current adjusting factor for the basie construction costs 
as contained in the cost data handbook, suppliers of all types of construction 
material are contacted every 2 to 4 months in order to determine the current 
material cost and at the same time contractors and other sources are contacted 
to determine the current labor cost. In this way a locality adjustment percentage 
is obtained by relating current costs to the basic or standard costs. The locality 
adjustment percentage in the Washington insuring office is 115 percent of the 
basic cost. Administration representatives have indicated that this locality 
adjustment percentage may range from 102 percent to 130 percent throughout 
the various insuring offices. The cost data handbook in the Washington insuring 
office is at the present time in the process of revision as the standard cost data 
now used were prepared in 1947. 

Existing housing 

When an application is filed for a commitment for mortgage insurance on 
existing housing, the case is assigned to an appraiser in the valuation section. 
He originates an underwriting report on an FHA Form 2017 (revised March 1952), 
and from the application completes certain statistical requirements. By use 
of the cost data handbook he determines the integrated or basic cost of the 
property he is about to appraise. It is the appraiser’s responsibility to make a 
site investigation in order to appraise variations in the existing property as com- 
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pared with the basic or integrated standard cost. Upon examination of the 
property, the appraiser will determine whether or not the existing construction 
is of better or of less quality than the basic standard cost of construction. When 
this has been accomplished the appraiser adjusts the standard construction cost 
by either adding or deducting the net appraised value of variations from standard 
cost so that he can arrive at a theoretical cost of the building and improvements. 
To this theoretical cost a general overhead and profit margin of 12 percent is 
added. Administration personnel have indicated that this general overhead and 
profit margin varies and may range from 10 p to 20 percent. 

The appraiser's next step is to adjust the building and improvement costs for 
the locality adjustment percentage referred to above and for any quality adjust- 
ment that might be necessary. After these adjustments have been made and a 
value for architectural service has been added, the appraiser has determined the 
“replacement cost of building improvements in new condition.” 


Proposed construction 

When an application is filed for a commitment for mortgage insurance on pro- 
posed construction or housing under construction, the case is initially processed 
through the architectural section of the underwriting division. If the proposed 
construction is for one unit or consists of applications filed by a builder or sponsor 
for a small number of units, the architectural section will generally arrive at the 
"replacement cost of building improvements in new condition" in the same 
manner that the estimate is arrived at for existing housing. The standard 
construction cost for basic housing similar to the proposed housing is used and 
adjusted for any variations from standard in the same manner as existing housing. 

When applications are received for a large number of proposed homes or for 
a complete subdivision, the builder or sponsor is required to submit initially the 
land plan in order that the land planning section may inspect and either recom- 
mend changes and improvements or approve the site. he builder or sponsor 
must also submit plans and complete specifications for the proposed construction. 
From the plans and specifications, the architectural section draw off a complete 
description of materials to be used including plumbing, heating, electrical in- 
stallations and all special equipment called for in the specifications. An archi- 
tectural report is eventually prepared and a complete estimated cost of the 
individual units is determined. After the plans and specifications have been 
analyzed, standard material and labor costs are applied, the general overhead 
and profit are added and the total estimated cost is adjusted by adding the 
locality adjustment percentage. After adding an amount covering architectural 
services, the “replacement cost of building improvements in new condition” is 
determined. 


Valuation report 

An appraiser in the valuation section determines the available market price of 
an equivalent site, value of the landscape, planning, and gardening and calculates 
the miscellaneous allowable costs. When all costs have been estimated, a deter- 
mination is made of the “estimated replacement cost of the property.” A 
numerical “rating of property” is made and if this property rating is less than 50 
the application for a commitment will be rejected. The appraiser also conducts 
a survey of the general area in which the property is located. In order to complete 
the survey, inquiry must be made among other owners or tenants in the area or in 
comparable areas, and local real-estate brokers. A numerical “rating of loca- 
tion” is then made, that is a rating of site desirability minus any adjustment for 
relative marketability. Again, if this rating is below 50 the application will be 
rejected. 

The appraiser must determine the lowest price asked recently for equivalent 
properties and the lowest price paid recently for equivalent properties in order 
to determine the “estimated available market price of property.” His deter- 
mination of the “estimated available market price of property" is based upon the 
asked price of equivalent properties, the price paid for equivalent properties and 
in the case of existing housing adjustments where necessary for the present 
condition of the property being appraised. Тһе monthly “rental value” of the 
property must be determined as well as the remaining economic life. The rate of 
income return which the property might reasonably be expected to produce is 
determined and based on this rate of income return and the monthly rental value, 
the appraiser calculates the “estimate of capitalized income in fee simple.” 

When the appraiser has completed the valuation report, it will indicate (1) 
the estimated replacement cost of the property, (2) the estimated available 
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market price of the property, and (3) the estimate of capitalized income in fee 
simple. 

After giving consideration to all estimates and economic factors, the appraiser 
determines an "estimate of value in fee simple" which, when approved by the 
Chief of the Valuation Section, is à recommendation of the property value upon 
which a commitment for mortgage insurance may be based. The Administration 
has indicated that the “estimate of value" cannot exceed the lowest of either of 
the 3 estimates enumerated above unless the 3 estimates differ by less than 3 
percent of the highest of the 3, in which event the FHA estimate of value may 
be any amount within the range of the estimates. 

During the course of construction the Administration requires three compliance 
inspections. This work is performed by the compliance unit of the Architectural 
Section. The first inspection is made at the time the foundations and footings 
have been completed. The second or intermediate inspection is made when all 
exterior work has been completed and the final inspection is made when all con- 
struction is completed. Compliance inspectors are required to file a compliance 
inspection report after each inspection, detailing exceptions taken, and the builder 
is notified of the exceptions and instructed to comply with the approved speci- 
fications. The inspection unit maintains a compliance rating file on each con- 
tractor or builder. In this way, the office is in a position to evaluate contractors 
and builders within their area. 


Mortgage credit report 


The mortgage credit report dealing primarily with the financial status of the 
mortgagor or builder is developed in the mortgage credit section of the under- 
writing division. Independent credit reports are obtained on the mortgagor. 
Financial information required to be submitted is independently verified and the 
sale price of the unit or units is required. The mortgage credit examiner develops 
the net effective monthly income of the prospective mortgagor, and the monthly 
obligations that will be incurred in carrying the property. The examiner must also 
determine the maximum mortgage amount for which a commitment to insure will 
be issued, in accordance with the statutory ratio of loan to property value. The 
mortgagor’s current investment requirements are determined and it is the mort- 
gage credit examiner’s responsibility to determine that assets are available to meet 
this investment need. A numerical “rating of mortgagor’ is completed by the 
mortgage credit examiner and if this rating falls below 50 the application will be 
rejected. At the same time a “rating of mortgage pattern” is completed and 
again, if the rating is below 50 the application will be rejected. 


Underwriting report 


If the underwriting report which includes the architectural report, the valuation 
report and the mortgage credit report is approved by the Chief Underwriter, it 
is submitted to the director of the insuring office for final approval and the issuance 
of a commitment for insurance. As indicated heretofore, a commitment may be 
conditional, firm, or a firm commitment with additional provisions. The firm 
commitment with additional provisions is referred to as a dual commitment issued 
to a builder or sponsor where actual mortgagors are not known at that time. 

The commitment for insurance is issued with a specific expiration date, that is, 
if a mortgage has not been obtained under the terms of the commitment for insur- 
ance by a specific date the commitment will become null and void. Many com- 
mitments have been issued, especially conditional commitments, for information 
purposes and have been allowed to expire. 

Much of the work done by the underwriting division in the insuring offices does 
not result in a final insurance of a mortgage. Prospective buyers, prospective 
sellers, sponsors and builders apply for commitments in order to obtain FHA 
appraisal and certification of estimate of value. In many cases the sale of existing 
property does not take place; either the seller deems the appraisal too low or the 
buyer may deem the appraisal too high. Sponsors or builders sometimes use the 
FHA appraisal as a yardstick when seeking credit, VA insurance, or conventional 
loans. In the year 1954, only 49.1 percent of cases closed resulted in insurance of 
mortgage. In cases closed on existing construction, about 57.2 percent resulted 
in insurance of mortgage and in the cases closed on new construction, only 42.5 
percent resulted in insurance of mortgage 
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